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THETICKER 


MUSEUM NEWS 


Collaborations and Partnerships Bring MoAF 
Library and Collection Outside New York 


This summer, our Board and staff have 
focused on innovative ways to bring our 
programming and collections to the public 
while we continue to look for a more per¬ 
manent home. One exciting development 
is that our library collection will soon be on 


loan to the American Institute of Economic 
Research (AIER), which has a state-of-the- 
art climate controlled library at their 100- 
acre facility in Great Barrington, MA. We 
will be moving our roughly 10,000 volume 
library there this summer, where AIER will 
fully catalogue it and make it accessible 
to scholars. The library will be on loan to 
AIER for an initial period of five years, 
beginning this month. 

Also this summer, we loaned several 
objects for display at Citadel Securities’ 


global headquarters in Chicago, as they 
have repurposed one of their floors into 
an area that includes historical displays. 
The display—presented in collaboration 
with the Museum of Science and Indus¬ 
try, Chicago—highlights the city of Chi¬ 
cago’s financial history along 
with objects representing 
the evolution of financial 
technology. 

We will also be install¬ 
ing at Paypal’s New York 
City and San Jose headquar¬ 
ters the electronic version of our exhibit, 
“America in Circulation: A History of 
US Currency Featuring the Collection of 
Mark Shenkman,” which was on display at 
the Museum from 2015-2018. This exhibit 
is also available online at money.moaf.org. 

The summer session of our MFA Boot 
Camp, a new edition to our educational 
programming in 2019, ran from August 
5-8 at 25 Broadway in New York. We will 
also offer two sessions of the Museum 
Finance Academy (MFA) in the fall, on 


Wednesdays and Thursdays after school 
from September 25 through November 14. 
This year, we will award two MFA schol¬ 
arships to the top achievers, with the first 
place recipient earning $5k and the second 
place recipient earning $2.5k. 

Our fall events line-up is also taking 
shape, and as you can see on page five, 
we have scheduled four Evening Lecture 
Series events: a panel event on “Corpo¬ 
rate Sustainability” (Sept 19), James Grant 
(Sept 25—see article, page 32), Joe Ricketts 
(Nov 6) and a film screening of “In Money 
We Trust?,” followed by a fireside chat 
with Steve Forbes (Nov 11). Our Lunch & 
Learn Series will feature programs with 
author Shennette Garrett-Scott (Oct 23- 
see article, page 20) and former New York 
Times reporter Ralph Blumenthal (Oct 
29). As always, MoAF members receive 
free admission to Museum events, plus 
one free walking tour per year. We hope 
to see you there. $ 



Message to Members 


David J. Cowen I President and CEO 



At Citadel Securities'global headquarters in Chicago, the Museum of American Finance is currently exhibiting artifacts 
from its collection in collaboration with the Museum of Science and Industry, Chicago. The display highlights the city 
of Chicago's financial history along with objects representing the evolution of financial technology. 
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THETICKER 


MUSEUM NEWS 



Sep 19 Evening Lecture Series:"Corporate Sustainability: Is 
It Sustainable?"fireside chat with Martin Whittaker, 
CEO of JUST Capital, followed by panel discussion 
featuring industry leaders driving sustainability as 
an essential element of corporate purpose and a 
means to achieve transformative social impact. 
Sponsored by BNP Paribas and Moody's, and in 
partnership with the Fordham University Gabelli 
Center for Global Security Analysis. Talk followed 
by Q&A and reception. 6:00-8:30 p.m. Fordham 
University, McNally Amphitheatre, 140 West 62nd 
Street, NYC. General admission $35; MoAF members 
free. Reservations required. 

Sep 25 Evening Lecture Series: James Grant on Bagehot: 

The Life and Times of the Greatest Victorian. Presented 
in partnership with the Fordham University Gabelli 
Center for Global Security Analysis. Talk followed 
by Q&A and reception. 6:00-8:00 p.m. Fordham 
University, McNally Amphitheatre, 140 West 62nd 
Street, NYC. General admission $25; MoAF members 
free. Reservations required. 

Oct 23 Walking Tour: Women of Wall Street. 11:00 a.m.-12:30 
p.m.Tour meets outside 48 Wall Street. $15 includes 
admission to the Lunch & Learn with Shennette 
Garrett-Scott. 

Oct 23 Lunch and Learn Series: Shennette Garrett-Scott 
on Banking on Treedom: Black Women in US Tinance 
Before the New Deal. Talk followed by Q&A and book 
signing. 12:30-1:30 p.m. 48 Wall Street, 5th Floor. 
General admission $5; MoAF members and 
students free. 


For more information or to 


Oct 27 Annual Great Crashes Walking Tour. 1:00-4:00 p.m. 

Tour meets outside 48 Wall Street. $15 per person. 

Oct 29 Lunch and Learn Series: Former New York Times 
reporter Ralph Blumenthal on "Crash! The Stock 
Market Collapse of October 29,1929 and the Rise 
of Fake Money (Scrip)."Talk followed by Q&A. 

12:30-1:30 p.m. 48 Wall Street, 5th Floor. General 
admission $5; MoAF members and students free. 

Nov 6 Evening Lecture Series:TD Ameritrade Founder 
Joe Ricketts on The Harder You Work, the Luckier 
You Get. Presented in partnership with the 
Fordham University Gabelli Center for Global 
Security Analysis. Talk followed by Q&A and 
reception. 6:00-8:00 p.m. The University Club, 

1 West 54th Street (at Fifth Avenue), NYC. 

General admission $25; MoAF members free. 
Reservations required. 

Nov 11 Evening Lecture Series: Documentary screening of 
"In Money We Trust?"followed by fireside chat with 
Steve Forbes and Elizabeth Ames, co-authors of 
Money: How the Destruction of the Dollar Threatens 
the Global Economy—and What We Gan Do About 
It. Presented in partnership with the Fordham 
University Gabelli Center for Global Security 
Analysis. Program followed by Q&A and reception. 
6:00-8:30 p.m. Fordham University, McNally 
Amphitheatre, 140 West 62nd Street, NYC. 

General admission $25; MoAF members free. 
Reservations required. 

Nov 16 Walking Tour: History of Wall Street. 11:00a.m.-12:30 
p.m.Tour meets outside 48 Wall Street. $15 per 
person. 

line ; visit www.moaf.org/events. 
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THETICKER 


CONNECTING TO COLLECTIONS 


Museum Acquires Two Aaron Burr Documents 


By Sarah Poole, Collections Manager 

The Museum of American Finance 
recently purchased for its permanent col¬ 
lection two compelling original documents 
related to Aaron Burr and the Manhat¬ 
tan Company: an 1802 account of Burr’s 
debts to the Manhattan Company and an 
1803 real estate indenture. Together, these 
pieces help tell the story of Burr’s impact 
on early New York City finance and sig¬ 
nificantly expand the Museum’s collection 
of documents detailing Burr’s life. 

In the 18th and 19th century, New York 
City suffered from numerous epidemics 
of deadly diseases, the most significant of 
which included yellow fever and cholera. 
In 1799, Aaron Burr founded the Man¬ 
hattan Company under the auspices of 
building a water system to bring clean 
water to the city, which would create a 
more sanitary environment and curb dis¬ 
ease. However, Burr included a clause in 
the company’s charter that allowed it to 


engage in any legal business with its sur¬ 
plus capital, which enabled the opening 
of the Bank of the Manhattan Company. 

The Manhattan Company only used 
$100,000 of its $2 million capital for a 
largely inadequate water system, while the 
remaining 95% was engaged in banking 
operations that competed with the city’s 
only two other banks: Alexander Hamil¬ 
ton’s Bank of New York and the New York 
branch of the Bank of the United States. 

Although Burr had a lucrative career 
as a lawyer, he was a notorious over 
spender. In 1800, Hamilton wrote than 
then Vice President-elect Burr was “bank¬ 
rupt beyond redemption except by the 
plunder of his country.” The 1802 docu¬ 
ment recently acquired by the Museum 
illustrates Burr’s financial problems by 
detailing all of his debts to the Manhat¬ 
tan Company at the time. His debts to 
the company totaled $64,908.63. Against 
this, Burr had assigned nine mortgages 
and a promissory note, but the total of the 


security was still $7,000 less than his debt. 

The 1803 real estate indenture, which 
Burr signed, further exemplifies the Man¬ 
hattan Company’s banking endeavors. 
The indenture shows that he resold 20 lots 
in present-day Greenwich Village after the 
original buyer, Timothy Green, could not 
pay his mortgage to the Manhattan Com¬ 
pany. After Green missed his first annual 
payment, Burr made the payment in his 
stead, and then 10 days later sold the same 
20 lots to David Gelston. 

Gelston was a merchant from Long 
Island who represented Suffolk County in 
the New York Provincial Congress (1775- 
1777) and the New York General Assembly 
(1777-1785). After moving to New York 
City in 1787, he worked as the Collector 
of the Port of New York from 1801 to 1821. 

The Museum intends to feature both of 
these documents in its upcoming exhibit 
on New York water, in collaboration with 
the New York City Municipal Archives, 
which is set to open this fall. $ 


MUSEUM OF AMERICAN FINANCE 2019 DONORS 


The Museum deeply appreciates the 
support received from the following 
generous donors: 

PLATINUM 

• BlackRock 

• Citadel 

• Citadel Securities 

GOLD 

• Charles Schwab & Co., Inc. 

• Katherine Earley & Jerry I. Speyer 

• John Herzog 

• OppenheimerFunds 

• S&P Global 

• Tishman Speyer 

SILVER 

• CIT Group 

• Citi 

• Con Edison 

• William H. and Jane P. Donaldson 

• Fitch Group 

• Adam Goldstein 

• Houlihan Lokey 

• Carol Kaimowitz 

• Glenn Kaufman 

• Moody's 


• Protiviti 

• The Ricketts Family 

• Shenkman Capital 

• The Starr Foundation 

• Richard Sylla 

SPONSORS 

• American Express 

• Anonymous 

• Barclay's 

• Bloomberg Philanthropies 

• BNP Paribas 

• Capgemini 

• Brooke & Peter Cohen 

• Crystal Financial Institutions, div. of Alliant 

• Mario J. Gabelli 

• Goldman Sachs 

• Martha Clark Goss 

• ING Financial Holdings Corporation 

• Morgan Le Fay Dreams Foundation 

• Dr. Dambisa Moyo 

• NYSE 

• Karen Seitz 

• Saul Van Buerden 

• VanEck 

• Charles V. Wait 


DONORS 

• Barrett Asset Management, LLC 

• Broadridge Financial Solutions Inc. 

• Carter Ledyard & Millburn LLP 

• Andrea de Cholnoky 

• ENY Holdings, LLC 

• Flooring Solutions Group LLC 

• Steve Friedman 

• George Gero 

• William Harrison 

• Healey Family Foundation 

• Hutchins Family Foundation 

• Sandra Jarmuth 

• Myron Kandel 

• Ann Kaplan 

• Mitti Liebersohn 

• Consuelo Mack 

• Marge Magner 

• Elizabeth P. Munson 

• Ed Murphy 

• Rodger Riney 

• Saybrook Capital 

• Tim Schantz 

• Dan Simon 

• Robert G. Smith, Ph.D. 

• Taylor Wagenseil 

• Barbara Yastine 


6 FINANCIAL HISTORY | Summer2019 | www.MoAF.org 








Collection of the Museum of American Finance 
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CONNECTING TO COLLECTIONS 


^ d/ni /t /Jt/ , flaN/ut /fan ( nn/un*tf / • 

H‘Ms. / 

< fti /JfA fl. 


nn 

Jo/yle 7 t JW*//«”'//"*' ) 

/ntHuf /ua cL.tvU /' h atctud ) J 2 f 2 ' 22 / 


jfHudld 


.Lkmttnii* &/'»• Ac n\noj/u . 

' / { / Atf '/t 

Lj tU «1* > • 

t>y i'jftt /,»* tit' tidy tiai y ^ 

/tiumn ( i/im /*.///%, d*u W,/M. / Jut; it /HI* 1 - 

dr SJjf 1*4 2 

Jt / /U/l dcu t 4 n< // fUl /ul*Uu(U*t*y n*vfntd, 


<U, J» it-If a rt. / Jjay/n- 




• )ii few/ tiuifu- jfifw ./,„. // L JUt- 

Jr /Jet Sue '/to u /«/ ,tt,.c„>yy Ou^notl y 

tft/ri / ft/ /<: » ( itxto it trf m/fi/t - - A 

U„J //t<fens/tmt dM /C / tifi/y U /SC I __ 
til / Iff 6 due, tic/ /S /ScA /u/t £4*t4lttttuy iti^Cfcf/, tUf/etj,} 
/y /i,^/gtt J jfrtttedtiy 


} # £ e 

// 


J 44* 

hi/ 

(/?/ /j /),/> fia n:*t*<utL 4 uj u+yan*., rua+nr* , 

/ // / / / / M &'■ 

■ /t - j 


Ju ft t ,.>/ / 4 \tt*Hf-b*** tit//s 6 Ju&y it /sn __ /43 

tit/a/ JcJil ^ /44 / /. 4 'j 

Jn/utj( Ca/eu/aduC 4 duty ?c ffti.al//it u/tp /Jtduti fin &4 

$*/ tjtcfc- turi/yyd tr(Jrei/^u// /rr mijiaym**/ *fI(/it jl/tPt tit// 

tf iHutyaft ti fa//,# — tSfi* 

* ^ '' Jt/u J/( ' 9 ^ / 


Dtttt 


M/t 




m 

tej*C*t/A* 
/ftC/t 

J 2 St// yutnfftti tJfCt fnJ 
&0CO 


2 ) 4 * _ -2*fcr_ ALA&(/^U( /fee \jTddZ 

$ ( /6 __ yh/6 _ Jih> tiattHtv — 4 ect 4 

/JiiAtt -- i<t/i —. (t -//(■/ 1 1 ft/fm . S’See 

Afc _ 2 Wfc Jon* Jy fat _ /SCOC 

Mt - AA __ JtU %< J _ 2 tet 

C/tttttJ fret. 


/,/. Sf( 


B 


Uffath 


^wHuccoer c tcu-mntf 6 } "tfa/f s/iy n/uy cjtath Ufi/ 

jj i'Tt ar'fS $1 tt&tfttc yi-&fc/ZcL pu/ny/ti ttndtf /Arm /ttwf p'?' * 

lk/ft 01 ffanu dfiaJl andioz// at any fant^r faRc^ itiLiip&r- T^T^v- 

. .At ft, J ’ tt. - A . \< &■ ' 



w ^ V'**«*^- till a/id. only Jud- tr$h— 

iiiu.-j.-J a/id tta#*7ux4tk : ac£~ j/wtift/ fnay&HLafLei# t-kc $i. (k ft i far ft 
paiMtn .tncL^aiL.j^sdt'yaUp K vciffiip and 

/nfaufaL £ Ufta/thd denvoyxi 'frfL&tuA WnvieL £&&. 

Cttici- ja ptyru p-ifatr' il? {by ftt Y ra-tk, iyi£o#rt- Jia> Jttaj ars^yyta, 

JT lud iT (oOtotAiJ. Ltat/M-d itt /%* iatif tjh/xM. St -ieaoen&J>/y 
adiuicct Cr Ufu< ad. ^ ^7taC Sta,u 

dht#dtdcuStAi and. ituiy pa 

ficutst t/citdy U’ldh t/Tl izpjl u*s <*?u& me. c &6u/ux?(yi$&f 

..__ j/nd. dpiy-fU &^G*nrl. 7%Z sW Jetton- {5uw* ct<nd tio /ewamd. | 

Jyjitiifuh'&it it^ornaaCoVtt /oudpUiy tl&>mutuy trr& Gfa&tn j&M*,/.', 

Jfietfl and iei& fa cut an/and fy ifydi-ftuj m tr £ ^tr tin. 

(fatht/t wte'-dp Stic (McTdj & T$c*& fittsc/i/i Aani Ac-/Cunto~{n&c/uxy^ 

’ •' 'tft'jfod/tdH&rdnti:&#£* 'Mrzfoy * 

ijftiSed and 2 du^id>i * z - v - * 

tin, fcfejftipi ce* */ i 

l A/fipp 


r z 




etc d > tfd/f/AC/it' |H 

% , x \ nWsAn^CW^ vV 1 

S\\ >\> W Sa\VV\\VS\N VsW v^WWVv I 

\ ' ' y-- ■ X^y/te ■Tfctct £,<4.j JSfat- 

\A*>* aw 

j/f'rU’*. d(J ,Tf r y ./« V d” C tit i ( -Vr/ d; i c-£-/- .-J s*S .. 

titf,-.-: A Jitiic d-e& // /ti- £\fti 




t>4 fr .- 


,,r tdtf b A /ti y'->r 

//.<■ *t/(4 ■y.vwi.y I*-,/,S/, i 

/./Co.’ £.1 . -Jt A f tMe - fay/ . C‘Ma C6_ f tjjis .■, *i tirAj A i 

■ - M far.fity f f /</_, h <4 - T J 

f * S' ^ ff 

t£ A Jc **C+C?e$ / *0 tiJ? 

£±, 1 

/ /Tf’tc//f t, itt i 


The full account of Burr's debts to the 1803 real estate indenture signed by Aaron Burr. 

Manhattan Company as of July 20,1802. 
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EDUCATORS' PERSPECTIVE 


Frank Norris's The Pit: An Unfinished Trilogy 


Cover of the September 20,1902 issue of The Saturday Evening Post, featuring Frank Norris's The Pit. 


By Brian Grinder and Dan Cooper 

It was an enormous success, flying off 
bookstore shelves before they could be 
restocked. Some believe it inspired the 
Parker Brothers card game called Pit. At 
the very least, it helped the firm create its 
biggest moneymaking product to date. It 
was the basis for two Broadway plays, as 
well as one of D.W. Griffith’s most impor¬ 
tant silent films, A Corner in Wheat . 1 
Serialization in The Saturday Evening Post 
yielded a $3,000 windfall for young Frank 
Norris and allowed him to finally make a 
living as an author. But by the time The 
Pit: A Story of Chicago was published in 
January of 1903, Norris was dead. 

Frank Norris, a native of Chicago, was 
an author and journalist who covered the 
Boer War in South Africa and the Span¬ 
ish-American War in Cuba. He wanted 
to make a living as a full-time author, and 
although he came from a fairly well-to-do 
family, he was forced to work part-time 
as a manuscript reader for Doubleday, 
Page and Company in order to make ends 
meet. Norris’s earlier novels had done 
well, but they never generated sufficient 
royalties to allow him to devote himself 
full time to writing. 

Financial markets became an acceptable 
literary topic in the late 19th century, as 
those markets became more prominent and 
began to affect the lives of those who were 
not actively engaged in market activities. 
Author Peter Knight argues that, “From 
the 1880s onward.. .numerous novels, [and] 
short stories... were less immediately con¬ 
cerned with attacking the stock market than 
making sense of it, rendering its mechanism 
and patterns legible for their readers.” 

How Norris hit on the idea of a wheat 
trilogy is not known. One of his first men¬ 
tions of it was in a March 1899 letter to 
William Dean Howells: “My Idea is to 
write three novels around the one subject 
of Wheat. First, a story of California (the 
producer); second, a story of Chicago (the 
distributor); third, a story of Europe (the 
consumer) and in each to keep to the idea 
of this huge Niagara of wheat rolling from 


West to East.” 

Once the idea was approved at Double¬ 
day, Norris immediately went to Califor¬ 
nia to research the first part of the trilogy. 
He spent a great deal of time researching 
his trilogy novels. For The Octopus , he 
went to California’s wheat country to 
learn the ins and outs of farming, and he 
interviewed Collis P. Huntington, head of 
the Southern Pacific Railroad. Published 
in 1901, The Octopus: A Story of California 


chronicles the attempt of the fictional 
Pacific and Southwestern Railroad to force 
California wheat farmers off of railroad 
land they had occupied and improved 
hoping to eventually purchase their farms 
from the railroad. Although it wasn’t a 
best seller, The Octopus sold better than 
any of Norris’s previous novels. Once 
Norris finished The Octopus , he left Cali¬ 
fornia for Chicago to begin research for 
the second installment of the trilogy. 



THE SJTTUItpjl Y 
EVENING POST 


An Itlustmted WeekI 

Founded A 5 ' D* 1/26 by 


Mine 
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By FranK Norris 


A ROMANCE 
OF CHICAGO 


THE CURTIS PUBLISHING COMPANY, Phi l.d r Lphi. 


SEPTEMBER 20. 1902 


5c THE COPY 
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Beginning 

THE PIT 
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EDUCATORS' PERSPECTIVE 


Often Jadwin had noted the scene, and, unimaginative though he was, 
had long since conceived the notion of some great, some resistless force 
within the Board of Trade Building that held the tide of the streets 
within its grip, alternately drawing it in and throwing it forth. Within 
there, a great whirlpool, a pit of roaring waters spun and thundered, 
sucking in the life tides of the city, sucking them in as into the mouth 
of some tremendous cloaca, the maw of some colossal sewer; then 
vomiting them forth again, spewing them up and out, only to catch 
them in the return eddy and suck them in afresh. 

Thus it went, day after day. Endlessly, ceaselessly the Pit, enormous, 
thundering, sucked in and spewed out, sending the swirl of its mighty 
central eddy far out through the city’s channels. Terrible at the centre, 
it was, at the circumference, gentle, insidious and persuasive, the send 
of the flowing so mild, that to embark upon it, yielding to the influence, 
was a pleasure that seemed all devoid of risk. But the circumference 
was not bounded by the city. All through the Northwest, all through 
the central world of the Wheat the set and whirl of that innermost 
Pit made itself felt; and it spread and spread and spread till grain in 
the elevators of Western Iowa moved and stirred and answered to 
its centripetal force, and men upon the streets of New York felt the 
mysterious tugging of its undertow engage their feet, embrace their 
bodies, overwhelm them, and carry them bewildered and unresisting 
back and downwards to the Pit itself. 

— Frank Norris 


The Pit necessitated an extended stay 
in Chicago where his former Berkeley 
classmate, George Gibbs, tried to help 
Norris understand the intricate workings 
of the Chicago Board of Trade. Norris 
biographers Joseph R. McElrath, Jr. and 
Jesse S. Crissler wrote, “Not since he was 
a student of mathematics at Berkeley 2 did 
he find himself so intellectually challenged 
as he was when trying to comprehend the 
complex machinations of speculation in 
commodities like wheat.” 

Gibbs wrote, “While [Norris] was in 
Chicago securing the necessary informa¬ 
tion in regard to the book called The Pit 
I was with him constantly and he was 
unable to understand the short side of 
the market and how anybody could sell 
a thousand or a million bushels of wheat 
when he did not possess them. I tried in 
many ways to make this question clear 
to him, but it was many weeks before he 
could gain the right conception of short 
selling 3 in the wheat market.” 

However, an unconfident Norris, who 
moved to New York after completing 
his research in Chicago, continued to 
glean information from Edwin Lefevre, 
who’s recently published Wall Street Sto¬ 
ries touched on the kinds of market spec¬ 
ulation Norris wanted to write about. 
Business journalist George Moulson also 
helped Norris with the technical aspects of 
the novel. According to Moulson, Norris 
“.. .had spent days watching brokers in the 
Chicago pit, he was a writer and under¬ 
stood very little about the speculative end 
of markets.” Moulson reviewed chapter 
after chapter, helping with the technical 
details. He recalled how vividly Norris, 
portrayed the scenes, endowing my matter 
of fact, technical information with life and 
soul and how rapidly and fluidly the vari¬ 
ous chapters were composed during the 
intervals between our sessions. This went 
on for several months. He revised each 
chapter after our evening talks, so that 
the progress was consistent and timed to 
coincide with the progress of the market¬ 
ing season. His grasp of the whole subject 
was amazing, and no effort was spared on 
his part in securing such thorough famil¬ 
iarity with a broker’s psychology as would 
make his characters true to life.” Norris 


so appreciated Moulson’s help that he 
thanked him in The Pit’s Preface. 4 

Norris based his tale on an actual 
attempt to corner wheat that was still 
fresh in everyone’s mind. Joseph Leiter, 
a wealthy Chicagoan, was only 29 in 1897 
when he attempted to corner the inter¬ 
national wheat market. According to his 
obituary, he “...lost $10,000,000 of his 
father’s money.” 5 Leiter saw that a com¬ 
bination of a weak wheat harvest and the 
rising threat of war with Spain would pro¬ 
duce ideal conditions for cornering wheat. 
He began buying wheat futures contracts 
when wheat was selling at $0.73 per bushel 
and eventually drove the price up to $1.85. 
The corner eventually failed because Leiter 
tried to hold on to it too long, even after it 
was clear that a bumper wheat crop was in 
the making. Philip Armour, who had been 
bearish on wheat, battled Leiter’s corner, 
and he worked with Leiter’s father to 


stabilize the market after the corner failed. 

In Norris’s account, Curtis Jadwin, a 
successful Chicago real estate mogul, is 
lured into the wheat market by his broker, 
who offers Jadwin a piece of a sure-deal 
short in wheat. Jadwin resists at first say¬ 
ing, “...I had sort of made up my mind 
to keep out of speculation... A man gets 
into this game, and into it and into it, and 
before you know he can’t pull out—and 
he don’t want to.” His broker, Sam Gretry, 
prevails upon him telling Jadwin, “...this 
ain’t speculation. You can see for yourself 
how sure it is.” Jadwin gives in and sells a 
million bushels of wheat short. He makes 
money on the deal, but, as he feared, he 
becomes hooked on wheat speculation. 
Jadwin continues to be bearish for quite 
some time, but when he realizes that the 
price of wheat will soon bottom out, he 
changes strategies. “Sam,” says Jadwin to 
his broker, “the time is come for a great 
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The Pit, as it appeared in the January 24,1903 edition of The Saturday Evening Post. 


big change,” and he instructs Gretry to 
begin buying wheat contracts. Eventually, 
as wheat conditions worsen, Jadwin, real¬ 
izing a corner is possible, begins his epic 
battle with the bears led by Calvin Crooke. 

As the battle intensifies and Jadwin 
becomes more obsessed with his corner 6 , he 
begins to lose a grip on reality. He neglects 
his wife and spends most of his time at his 
office planning his next move. When his 
wife asks him to take an evening off and 
go to the theatre with her, he retorts, “You 
think I am willfully doing this! You don’t 
know, you haven’t a guess. I corner the 
wheat! Great heavens, it is the wheat that 
has cornered me! The corner made itself. I 
happened to stand between two sets of cir¬ 
cumstances, and they made me do what I’ve 
done. I couldn’t get out of it now, with all 
the good will in the world. Go to the theatre 
to-night with you and the Cresslers? Why, 
old girl, you might as well ask me to go to 
Jericho.” Clearly, the corner is beginning 
to weigh on Jadwin, but he continues to 
believe he has the situation under control. 

Recalling his initial entry into 


speculation, Jadwin remembers his sus¬ 
picions and fear. “Now,” wrote Norris, 
“he had discovered that there were in 
him powers, capabilities, and a breadth 
of grasp hitherto unsuspected. He could 
control the Chicago wheat market; and 
the man who could do that might well call 
himself ‘great,’ without presumption. He 
knew that he over-topped them all—Gre¬ 
try, the Crookes gang, the arrogant, sneer¬ 
ing Bears, all the men of the world of the 
Board of Trade. He was stronger, bigger, 
shrewder than them all.” 

In this foolish state of arrogance, Jad¬ 
win believes he can hold his corner even 
in the face of bumper wheat crops, but 
his corner fails spectacularly, leaving him 
destitute and mentally unhinged. As a 
deluge of wheat hits the market, Jadwin’s 
corner comes crashing down. In a final 
act of desperation, he rushes into the pit 
himself, as if his mere presence can stem 
the inevitable. As the floor traders cheer 
Jadwin’s demise, Crooke, the bear leader, 
is heard to say, “They can cheer now, all 
they want. They didn’t do it. It was the 


wheat itself that beat him; no combination 
of men could have done it—go on, cheer, 
you damn fools! He was a bigger man than 
the best of us.” 

In the next edition of Financial History , 
we will explore timeless concepts in The 
Pit that make it a relevant read today. We 
will also examine Norris’s life and death, 
his attitude towards women and his anti- 
Semitic remarks that have caused him to 
fall out of favor today. $ 

Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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Illustration from the January 17,1903 installment of The Pit in The Saturday Evening Post. 
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Notes 

1. The film can be viewed at https://www.loc 
.gov/item/2012600307/? 

2. Norris wasn’t able to graduate from Berke¬ 
ley because he couldn’t pass the required 
mathematics course. In a tribute to Nor¬ 
ris, one of the professors who failed him 


wrote, “There was very little about algebra 
that attracted him. He was a keen observer 
of men and women as he saw them and 
interpreted their lives—their longings, 
their foibles, their loves, their truthfulness 
and their shams. It was thus he became a 
mirror showing us to ourselves.” 

3. According to Hull, “A futures contract is 
an agreement to buy or sell an asset at 
a certain time in the future for a certain 
price ... The investor ... who has agreed 
to buy [the asset] has what is termed a 
long futures position; the investor ... who 
has agreed to sell [the asset] has what is 
termed a short futures position.” 

4 . In the Preface, Norris wrote, “The author’s 
most sincere thanks for assistance ren¬ 
dered in the preparation of the following 
novel are due to Mr. G.D. Moulson of 
New York, whose unwearied patience and 
untiring kindness helped him to better 
understand the technical difficulties of a 
very complicated subject.” 

5. His father Levi Leiter, according to CBOT 
historian Emily Lambert, was a business 
partner with Marshall Field whose depart¬ 
ment store in Chicago made both men 
very wealthy. 

6. Norris wrote: “By now his mind was upon 
this one great fact—May Wheat—continu¬ 
ally. It was with him the instant he woke in 
the morning. It kept him company during 
his hasty breakfast; in the rhythm of his 
horses’ hoofs, as the team carried him down 
town he heard, ‘Wheat—wheat—wheat, 
wheat—wheat—wheat.’ No sooner did he 
enter La Salle Street, than the roar of traffic 
came to his ears as the roar of the torrent of 
wheat which drove through Chicago from 
the Western farms to the mills and bake- 
shops of Europe. There at the foot of the 
street the torrent swirled once upon itself, 
forty million strong, in the eddy which he 
told himself he mastered. The afternoon 
waned, night came on. The day’s business 
was to be gone over; the morrow’s cam¬ 
paign was to be planned; little, unexpected 
side issues, a score of them, a hundred of 
them, cropped out from hour to hour; new 
decisions had to be taken each minute. At 
dinner time he left the office, and his horses 
carried him home again, while again their 
hoofs upon the asphalt beat out unceasingly 
the monotone of the one refrain, ‘Wheat— 
wheat—wheat, wheat—wheat—wheat.’ At 
dinner table he could not eat. Between each 
course he found himself going over the 
day’s work, testing it, questioning himself, 
‘Was this rightly done?”’ 
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By Robert E. Wright 

One need not invoke Freud’s injunc¬ 
tion homo homini lupus (man is wolf 
to man) to understand the root of the 
American financial system’s long history 
of exclusion and discrimination. Adverse 
selection and moral hazard stalk financial 
contracts more ferociously than any pack 
of depraved human wolves of Wall Street 
ever could. Most financial markets clear on 
quantity, not price, because those willing 
to bleed big to secure a loan or insurance 
policy often default or file claims. Unlike 
most businesses, therefore, financial insti¬ 
tutions cannot serve all comers, or even the 
highest bidders. Instead, they must screen, 
monitor and ration. They have to say “no” 
to their most eager applicants if they wish 
to stay in business for long. 

Disappointing applicants is therefore the 
nature of the financial beast. Little won¬ 
der, then, that Americans since the colo¬ 
nial period have continuously complained 

A group of African Americans outside the 
Holmes County Bank&Trust Co. in Lexington, 
Mississippi, October 1939. 


about being locked out of banks, insurers 
and other parts of the financial system. 
Most rejections were rational, the neces¬ 
sary consequence of asymmetric informa¬ 
tion: adverse selection and moral hazard. 
Many instances of exclusion and discrimi¬ 
nation, however, were rooted not in pru¬ 
dent banking and insurance practices but 
in bigotry and irrational stereotypes with 
which admirers of the financial system 
cannot abide. After all, financial markets 
and institutions are necessary causes of 
economic growth, of sustained increases in 
inflation-adjusted output per person. Just 
as America and all the world’s high-income 
nations prospered only after the creation of 
modern financial systems (and the govern¬ 
ments to protect the human and property 
rights on which such systems thrive), so too 
individuals can thrive economically only 
when they have access to banks, brokers 
and insurers. To deliberately exclude cred¬ 
itworthy individuals from the myriad ben¬ 
efits of the financial system is tantamount 
to imprisoning them in poverty, and it 
renders everyone a little poorer. 

Unsurprisingly, in the early national 
and antebellum periods, chattel slaves 


could not lawfully own bank notes or 
deposits, let alone shares in corporations. 
Married women were similarly excluded, 
unless they asserted feme sole status or 
contracted to hold an estate separate from 
that of their husbands. Free Blacks and 
single women were not legally excluded 
from the financial system, and some did 
obtain mortgages and make appearances 
in bank and insurance ledgers and corpo¬ 
rate stockholder lists. Many, however, suf¬ 
fered financial exclusion. Contemporaries 
considered a gentleman creditworthy until 
he proved himself a knave, but a free Black 
woman was considered an unacceptable 
risk until she proved otherwise, which was 
no mean feat. Even pawn shops were leery 
of doing business with free Blacks, on the 
suspicion that the property they offered 
for pawn was stolen. 

Passage of the 13th Amendment and 
married women property laws reduced 
legal exclusion from the financial system, 
but Jim Crow segregation laws and cus¬ 
tom often kept women, Blacks, Ameri¬ 
can Indians, immigrants and poor Whites 
on the fringes of finance. They did not 
remain passive victims, however, but 
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rather struggled to improve their access to 
business loans, mortgages, insurance and 
investment vehicles like mutual savings 
banks. They did it the traditional Ameri¬ 
can way, called self-help. In other words, 
when they found themselves unreason¬ 
ably excluded from incumbent financial 
institutions, they formed their own and 
got down to business. 

In fact, the history of financial innova¬ 
tion in the United States can be told as the 
story of groups excluded from incumbent 
institutions creating their own markets 
and intermediaries. When British authori¬ 
ties told Philadelphia merchants Thomas 
Willing and Robert Morris that they could 
not form a commercial bank to alleviate 
the severe shortage of money and credit 
afflicting the colonial economy in the 
1760s, they both joined a revolutionary 
movement that overthrew those authori¬ 
ties and established the Bank of North 
America, the new nation’s first incorpo¬ 
rated joint-stock commercial bank. When 
artisans, farmers, mechanics and retailers 
found that that bank, and its emulators, 
lent more freely to merchants than to 
them, they chartered their own commer¬ 
cial banks. So, too, did Irish, German and 
other immigrants when they believed they 
were not getting a fair shake. 

Early commercial banks lent to busi¬ 
nesses and did not seek, or even want, 
deposits from individuals. Their business 
model excluded the poor, who joined 
forces with philanthropists to create 
mutual savings banks, an early type of 
mutual fund. For-profit savings banks also 
cropped up, as did building and loan asso¬ 
ciations, which, along with wealthy indi¬ 
viduals and life insurers, supplied the bulk 
of mortgages to middle class homeowners 
and small proprietors for over a century. 

The working poor and middling types 
also developed their own life and health 
insurance via non-profit fraternal asso¬ 
ciations. Their organizations proved so 
successful at minimizing adverse selection 
and moral hazard that by the late 19th 
century big life insurers began to cater to 


Irish depositors of the Emigrant Savings Bank in New York City withdrawing money 
to send to their suffering relatives in the old country, March 13,1880. 


the poor as well, with small denomination 
industrial life insurance policies. After 
World War II, inexpensive group term 
life policies offered by employers as fringe 
benefits supplanted industrial insurance. 

While savings banks accepted deposits 
from the poor, they would not lend to them, 
leaving low-income individuals exposed to 
the predatory practices of pawn brokers 
and other chattel lenders, note shavers/loan 
sharks and salary buyers/payday lenders. 
Credit unions, industrial banks, loan societ¬ 
ies and lombards arose to lend small sums 
for short terms to low income borrowers 
on easier terms. Despite the nominally high 
interest rates they charged, however, lenders 
generally did not find the market a lucrative 
one, so sharks still lurked, especially where 
usury laws limited lawful competition, as 
they long did in economically backwards 
places like Arkansas. 

Financial regulations, like interest rate 
caps, often did more to hurt downtrod¬ 
den groups than to help them. Bankers, 
brokers and insurers found loopholes in 
almost every law that tried to coerce them 
into behaving in ways that they believed 
were not in their best interest. Rather than 
fruitlessly try to force financiers to lend 
to members of groups that believed they 
were being discriminated against, regula¬ 
tors long encouraged self-help instead. 
Instead of telling incumbent life insurers 


to insure the lives of German immigrants, 
for example, New York policymakers 
allowed Germans to form their own insur¬ 
ers, like the Germania, which today is a 
Fortune 500 Company called Guardian 
Life Insurance Company of America. Sim¬ 
ilarly, Irish immigrants formed mutual 
savings banks, like the Emigrant Sav¬ 
ings Bank, which served Irish immigrants 
for generations before demutualizing in 
1986. At the other end of the financial 
spectrum, Jewish immigrants excluded 
from WASP-y social and business circles 
formed investment banks like Lehman 
Brothers and Goldman Sachs. 

After the Civil War, African Americans 
who did not want to pay the high premiums 
demanded by incumbents on the basis of 
biased actuarial tables formed their own life 
insurers. The most efficient of them earned 
fortunes and in the process helped thou¬ 
sands of Black families to insure against the 
death of their breadwinners. Insurers like 
North Carolina Mutual proved so success¬ 
ful that white-controlled insurers realized 
that Black lives really do matter and began 
to buy Black-owned insurers, like Standard 
Life Insurance Company of Atlanta, or 
to court African Americans directly with 
more reasonable rates. By the 1960s, hold¬ 
ing income constant, African Americans 
were more likely to have life insurance 
coverage than Whites. 
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Black-owned banks began to crop up 
in the early 20th century. Most eventu¬ 
ally merged or failed, as did most White- 
owned banks formed in that era, but 
during their existence they helped Black 
families to finance their businesses, educa¬ 
tions, homes and consumer durable pur¬ 
chases. According to Andrew F. Brimmer, 
a distinguished African American econo¬ 
mist and member of the Federal Reserve’s 
Board of Governors from 1966 until 1974, 
Black-owned banks faced higher costs 
than other banks. Higher costs reduced 
their profitability and increased their fra¬ 
gility, but also partially explained why 
incumbents had often charged Black bor¬ 
rowers higher rates. 

In the 1960s, several brokerages and an 
investment bank owned by African Amer¬ 
icans appeared on Wall Street. Before 
that, only a few African Americans had 
appeared in the nation’s financial capital 
and they bore racialized nicknames like 
the Dark Prince (Jeremiah Hamilton) and 
the Black Wolf (H.R. George). In 1970, a 
young financial journalist named Myron 
Kandel (Board member of the Museum of 
American Finance) helped Daniels & Bell 
to raise sufficient capital to join the New 
York Stock Exchange (NYSE). Most Black 
investment banks and brokerages, like 
H.L. Wright & Company, failed or were 
acquired by White-owned firms, but not 
before providing valuable services to cli¬ 
ents and stirring incumbents to hire more 
African American brokers and establish 
branches in places like Harlem. 

About the same time, female brokers 
began to appear and a few, like Muriel 
Siebert, even bought seats on the NYSE. 
Urged on by legendary corporate gadfly 
Wilma Soss, female investors long out¬ 
numbered their male counterparts, though 
they owned fewer shares than men did, 
on average. Nevertheless, in the second 
half of the 20th century women proved a 
potent economic force, and incumbents 
increasingly catered to them. 

Women had been bank borrowers and 
stockholders since the late 18th century, 


V'.' %A 1^ 

Mary Roebling, pictured here in 1980, 
was the first woman to serve as president 
of a major US bank and one of the few 
women to achieve a top management 
position in banking in the 20th century. 


but not until the late 19th century did a 
few begin to take leadership positions in a 
handful of small institutions. In the early 
20th century, many led special women’s 
departments established by large com¬ 
mercial banks finally eager to attract their 
deposits away from building and loans, 
mutual savings banks and credit unions. 
Some of those women were able to lever¬ 
age that experience into general supervi¬ 
sory roles and eventually a few, like Mary 
Vail Andress and Mary Roebling, made it 
into top management. The situation was 
similar in insurance. Top female financial 
executives, like Deanna Mulligan, the CEO 
of Guardian Life Insurance Company of 
America since 2011, remain too few. 

While the Women’s Bank soon faltered, 
female-led brokerages and investment 
funds have thrived. Wall Street’s super 
masculine culture, which at its nadir led to 
misogynist practices like those of the infa¬ 
mous “Boom Boom” room, created strong 
incentives for female financiers to strike 
off on their own. Important examples 
include Garzarelli Capital, the eponymous 
vehicle of NYU Ph.D. and 1987 stock mar¬ 
ket crash predictor Elaine Garzarelli, and 


Amy Domini’s widely emulated Social 
Equity Fund. Today, Sallie Krawcheck’s 
Ellevest invests with women’s longer lives 
and lower incomes in mind. 

Historians continue to unearth fasci¬ 
nating examples of financial self-help pio¬ 
neers, especially individuals like Minnie 
Geddings Cox, who lived at the intersec¬ 
tion of race, class and gender. Born to 
former slaves in Mississippi in 1869, Cox 
graduated from Nashville’s Fisk Univer¬ 
sity before opening the Delta Penny Sav- 
| ings Bank and the Mississippi Beneficial 
1 Life Insurance Company early in the 20th 
century. 

American Indian and poor White finan¬ 
ciers, however, remain conspicuously 
absent from these new narratives, but 
for different reasons. Only recently have 
scholars begun to explore in earnest the 
history of poor Americans of Euroameri- 
can descent who lurk in historical sources, 
uncounted but in plain view, under scores 
of derogatory nicknames. Physically, poor 
Whites can easily “pass” as members of 
the middle or upper classes, but their 
language, behaviors and clothes often give 
them away. 

For readers who doubt that poor 
Whites faced significant discrimination, 
consider the following, which was uttered 
in Indianapolis in 1956 about poor White 
emigrants from southern Appalachia: 

These people are creating terrible 
problems in our cities. They can’t or 
won’t hold a job, they flout the law 
constantly and neglect their children, 
they drink too much and their moral 
standards would shame an alley cat. 

To this day, poor Whites are often 
shunted into their own “ghettos,” com¬ 
posed of substandard houses, euphemisti¬ 
cally called “mobile homes” and arranged 
in tightly-packed “trailer parks,” ineligible 
for standard mortgages and subject to the 
whims of predatory landlords. 

But the discrimination they face pales in 
comparison to that inflicted upon Ameri¬ 
can Indians. Enslaved, murdered, forced 
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Customers wait in line at the Dunbar National Bank in Harlem, New York, January 7,1933. 
The bank was owned by African Americans and served the local Black community. 


out of their homelands, cheated out of 
their new lands, subjected to the socialist 
policies of the Bureau of Indian Affairs 
(BIA) and regularly called derisive names, 
Indians nevertheless persevered and even 
prospered, until the bases of their prosper¬ 
ity (grazing lands, mineral rights, casinos, 
tax exemptions) were ripped from them 
anew. Amerindian scholars like Robert 
Miller and Dean Chavers have shown 
that Indians are people too, not stoic 
environmentalists happy to live in squa¬ 
lor. Rampant alcoholism, diabetes and 
suicide stem from desperation, not Indian 
culture, which was highly entrepreneurial 
before the long chain of tragedy unleashed 
by the arrival of Columbus in the New 
World destroyed Indians’ incentives to 
work hard or smart. Contrary to myth, 
many pre-contact Indians engaged in 
manufacturing as well as agriculture and 
were avid traders with complex monetary 
systems only now being partially recon¬ 
structed from archaeological and anthro¬ 
pological records too long ignored or 
misinterpreted. 

Indians, too, have engaged in financial 
self-help. South Dakota’s Lakota Fund 
is perhaps the most famous of the few 


dozen NCDFIs (native community devel¬ 
opment financial institutions) that have 
recently appeared. While they have helped 
some Indian entrepreneurs, many Indians 
remain desperately poor and will remain 
so until the BIA stops infantilizing them 
with its paternalistic policies, significant 
land tenure reform is undertaken and 
bigotry declines. Just 20 years ago, a white 
South Dakotan actually issued a faux 
license to hunt and trap Indians. 

The plight of American Indians reminds 
us that while finance can empower individ¬ 
uals and spark economic growth, it cannot 
overcome systemic stereotyping based on 
race, class or gender, a lesson that the US 
government seems to have forgotten in the 
1990s and that all Americans paid for dur¬ 
ing the 2007-9 financial crisis. The story 
is a long, complex one, but it boils down 
to the fact that regulators believed that 
discrimination in mortgage markets could 
be eliminated by both forcing and enticing 
lenders to ignore asymmetric information 
and lend willy-nilly, virtually to all comers 
regardless of their assets, income or credit 
history. Fancy new derivatives, which 
turned out to be neither novel nor all that 
sophisticated, were purported to render 


such dodgy loans perfectly safe. Hearts 
thumped while home prices and home 
ownership rates ticked upward, drowning 
out the cries of reasoning minds. 

Easy credit policies and the resulting 
crash also spurred a wave of financial 
predation (deliberately lending to vulner¬ 
able borrowers to seize their collateral) 
unparalleled in its ferocity. Had regulators 
continued to promote financial self-help, a 
few small institutions certainly would have 
failed, but financial predation would have 
been kept in check and the global financial 
system would not have been endangered. 
Today’s Zeitgeist points toward another 
potential catastrophe, direct government 
lending. Although some colonial loan 
offices succeeded, most government lend¬ 
ing direct to individuals turned out badly. 
Politicians used the promise of loans, then 
of loan forgiveness or forbearance, to buy 
votes, practices that many found difficult 
to reconcile with democracy. 

Financial exclusion, discrimination and 
predation make us all poorer by keep¬ 
ing deserving, creditworthy individuals 
trapped in poverty instead of unleashing 
their full potential as consumers, entre¬ 
preneurs and workers. Government, how¬ 
ever, cannot end such practices by fiat. 
The best it can do is to encourage those 
who feel discriminated against to innovate 
and form their own financial institutions 
and markets. $ 


Historian Robert E. Wright has served 
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Chair of Political Economy for the last 
decade. The decade before that he taught 
economics at NYU’s Stern School of 
Business and the University of Virginia. 
He is the author of 19 books including, 
most recently, Financial Exclusion: How 
Competition Can Fix a Broken Sys¬ 
tem (Great Barrington, Mass.: American 
Institute for Economic Research, 2019), 
from which this piece is adapted. He has 
been a member of the editorial board of 
Financial History since 2008. 
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and Personal 


How 3M Conquered 
the Depression of 1921 


By Daniel C. Munson 

Most readers of economic and financial 
history have digested and interpreted the 
many big financial events of the 20th cen¬ 
tury: The Great Depression, the war mobi¬ 
lizations, the oil shocks and inflations, etc. 
These economic events demanded atten¬ 
tion and interpretation not only because 
of their severity, but also their duration. 
The Great Depression, for example, is 
often thought to have begun with the 
stock market crash of October 1929, but its 
effects lingered into the late 1930s. 

The economic record of the tumultuous 
20th century contains other interesting 
but largely ignored or undigested events. 
This may be due to their brevity. The 
stock market crash of October 1987, for 
example, a much sharper decline than that 
of October 1929, is now largely ignored by 
all but historians of stock market techni¬ 
cal detail, perhaps because prices quickly 
recovered and the crash had little long¬ 
term effect on the nation’s economic life. 

One of the most startling of these undi¬ 
gested events, the details of which are sim¬ 
ply mystifying to us today, is the quick and 
sharp depression and deflation of 1920- 
1921. Inflation, not deflation, has been 
the constant in monetary affairs over the 
last century, one during which increas¬ 
ing prices of goods and services became 
relentlessly commonplace. 

The 1921 deflation/depression is hard 
to ignore from the economic data. A scan 
of some of the nation’s most studied eco¬ 
nomic measurements reveals only two real 
bouts of deflation in the last 100 years. The 
most famous of these, the Great Depres¬ 
sion and the dreadful economic year of 
1932 that saw the consumer price index 
decline by 10.3%, has been studied to death. 
The drop in prices in 1932 did not set a 
calendar year record, however. The calen¬ 
dar-year deflation record is held by 1921, 
when consumer prices declined by 10.9%. 
Monetary historians Milton Friedman and 
Anna Jacobson Schwartz could not ignore 
the 1920-1921 slump: they called the 1920- 
1921 deflation “unprecedented,” the related 
drop in economic activity “one of the most 
rapid declines on record.” 


Manufacturing sandpaper at the 3M plant. 



















1921? The beginning of the Roaring 
Twenties? What could have happened to 
cause such a drop? And what has allowed 
so many of us to ignore those 1921 events? 

The answer to that last question, hinted 
at earlier, is that the downturn in prices 
and economic activity in 1921 was sharp 
but brief—very brief by modern stan¬ 
dards. Given that such downturns occur 
with frustrating regularity, a look back at 
the details surrounding the 1921 deflation/ 
depression might be instructive. 

Let us then focus on the year 1921, and 
let us not confine ourselves to platitudi¬ 
nous, macroeconomic generalities devoid 
of detail. Let us consider, instead, “all 
things both great and small.” 

The Minnesota Mining and Manufactur¬ 
ing Company, now known the world over as 
3M, was a small, fledgling sandpaper maker 
in 1921. The company name was a little 
presumptuous: there were plenty of other, 
larger mining and manufacturing concerns 
in the state (although few did both), and 
sandpaper was not the most important of 
manufactured goods. The process for mak¬ 
ing sandpaper, however—straining rock 
granules of a required hardness by diam¬ 
eter, sprinkling them onto a soft base coat¬ 
ing, then sizing, drying and curing—was the 
sort of process that might be extended to 
the production of other products. 

The 3M we know today as an American 
industrial behemoth, a mainstay of the 
Dow Jones Industrial Average, had been 
an even smaller, money-losing outfit when 
World War I began in 1914. The onset 
of war didn’t help matters: the conflict 
caused great economic as well as political 
uncertainty, and stock markets around 
the world closed down for months for 
fear of panic selling. After the initial shots 
were fired, however, and the belligerents 
put their economies on a war footing, it 
became clear that demand for industrial 
goods of all kinds would increase, and that 
inflation of the currencies of the warring 
countries would result. The United States 
did not initially join the fray, but Ameri¬ 
can prices drifted upward along with those 
of the warring countries. 

Inflation is the industrialist’s best 
friend, at least when it is just beginning 
or kept from spiraling out of control. 
Raw material inventory acquired at low 
prices is gradually transformed into final 
product that can be sold months later at 


higher prices due to the general increase 
in all prices that characterizes a currency 
inflation. Operating margins almost can’t 
help but improve. 

Little 3M would benefit mightily from 
this combination of war spending and 
inflation. Its sales totaled a mere $263,000 
in 1914, and its expenses easily exceeded 
that figure. By August 1916, however, the 
company president could tell the Board 
that, “Business has more than doubled 
in the last two years,” adding “we’ll have 
enough left over to pay a dividend.” 

Sandpaper was perhaps a prosaic item, 
but because it was used in automobile 
production and repair, it was in high 
demand nonetheless. American-made 
military vehicles were being shipped to 
Europe even before America entered the 
war, and civilian automobile sales grew by 
leaps and bounds following the armistice 
in November 1918. Automobile produc¬ 
tion doubled in 1919 from 1918 levels. 
This growth in the automobile business 
combined with the war-induced inflation 
to cause 3M company sales for 1919 to 
ring in at $1.4 million, a figure exceeding 
expenses by a whopping $440,000. Profits 
in 1919 were greater than total sales only 
five years before. 

It was as the 3M accounting department 
was tallying up these surprising figures 
that economic conditions began to turn. 
The culprit behind the turn was interest 
rates. The Federal Reserve Bank, look¬ 
ing to curb inflation-fueled borrowing, 
increased the lending rate it charged its 
member banks from 4.75% to 6% on Janu¬ 
ary 21, 1920, and from there to an almost 
punitive 7% rate on June 1. 

This set the stage for a massive de¬ 
leveraging. Banks sought to cut back their 
lending in order to reduce their high- 
interest borrowing, and the rout was on. 
Automobile sales, then as now dependent 
on financing, dropped like a rock. From 
levels of roughly 50,000 per month in 
early 1920, sales of General Motors vehi¬ 
cles declined to 13,000 by November, and 
to less than 6,200 in January 1921. General 
Motors continued to ramp up production 
until the end of the year, however, which 
left it with a mountain of inventory, fin¬ 
ished and unfinished, when production 
was finally curtailed in late 1920. 

The effect on a small, automobile-ori¬ 
ented enterprise like Minnesota Mining 


and Manufacturing was huge. As auto 
sales dropped, demand for their prod¬ 
uct sagged. The beneficial effect that the 
general inflation of 1914-1919 had on 
company margins now began running 
in reverse. Inventory generated at boom 
prices had to be marked down signifi¬ 
cantly in order for it to move at all, and the 
downward effect on revenue and margins 
was thus compounded. Company lead¬ 
ers must have looked at the situation and 
wondered if the inflation-aided prosperity 
of 1919 would be the high-water mark of 
company fortunes. 

By the early months of 1921, things 
had reached a critical juncture. With 
demand dwindling for a product that was 
declining in price, company management 
faced a stark choice: reduce workers or 
reduce wages. Sandpaper production had 
increased markedly in the years leading 
up to the break, and it was clear that the 
skills their work force had developed were 
responsible for this improved productivity. 
It didn’t seem the brightest idea to lay off a 
work force that had developed such skills. 

The choice was made easier by the 
simple realization that prices of other 
goods, the various necessities of life, 
were also falling through the floor. Crop 
prices had declined by more than half in 
the last six months of 1920, and grocery 
prices followed. One dramatic example, 
made worse by inflation-fueled lending 
to Cuban sugar planters, was the price of 
sugar: from a per pound high of 22 cents 
in early 1920, sugar prices declined by over 
90%, to two cents in 1921. 

Incoming President Warren Harding 
acknowledged the rout. In his inaugural 
speech on March 4,1921, he commiserated 
with the nation’s workers and business¬ 
men. “Our people must give and take,” he 
said, acknowledging the slings and arrows 
they had suffered. “Perhaps we shall never 
know the old level of wages again,” he 
speculated, concluding that, “We must 
face a condition of grim reality, charge off 
our losses and start afresh. It is the oldest 
lesson of civilization.” 

The management of Minnesota Min¬ 
ing spelled out the decision they made 
later that month in company bulletins 
#71 and #72. “Owing to a change of busi¬ 
ness conditions,” the bulletins announced, 
hourly pay would have to be cut across all 
pay grades. Such grades were arranged 


www.MoAF.org | Summer2019 | FINANCIAL HISTORY 17 



The 3M shipping room in St. Paul, Minnesota, circa 1920. 


by gender and years of service, with the 
women who did much of the office work 
earning less than the men who worked 
the production lines. From levels of 52-57 
cents per hour (approximately $25-30 per 
hour today), the men saw their pay sliced 
by 7.5 cents per hour across all pay grades 
—a stunning 14.3% cut for the lowest pay 
grade. From levels of 29-34 cents per 
hour, pay for women was cut by three 
cents—a slightly lower percentage—from 
this lower pay rate. The decline in com¬ 
pany and worker outlook in just 15 short 
months must have been sobering. 

These financial difficulties were occur¬ 
ring just as the company was preparing 
to introduce its first new and improved 
product. Company leaders had been 
working with an inventor in Pennsylva¬ 
nia named Francis Okie, who had sent 
them an odd letter many months before 
expressing interest in buying samples 
of their granules. Subsequent conversa¬ 
tions revealed that Okie had developed a 
waterproof coating to anchor the granules. 
Sandpaper manufacturers near Okie in 
Pennsylvania were willing to allow him to 
use their production lines to make small 
experimental runs, but they refused to 
sell him large quantities of their granules 
to expand his production. Okie wrote the 
only other sandpaper manufacturer he 
could identify, little 3M Company way out 
west in St. Paul. 

3M employees knew well that use of the 
company’s sandpaper sent dust airborne, 
dust that was hardly a salutary addition to 
the workplace. A waterproof sandpaper 
held out the possibility of sanding in water, 
which would allow users to wash away the 
dust rather than sending it into the air. They 
immediately agreed to work with Okie, and 
Okie sent five-gallon pails of his chemical 
coating from Pennsylvania to St. Paul. Batch 
quality varied in a matter that frustrated all 
involved, and Okie eventually moved to St. 
Paul to be closer to the production process. 
May 1921 saw the first sales of this new 
product—called WETORDRY™—to Max¬ 
well (now Fiat Chrysler) and Buick Motors. 
Automobile makers and automobile body 
repairmen soon developed the technique of 
running water over the area being sanded— 
“wet sanding”—with WETORDRY sand¬ 
paper, which washed away the dust and 
prevented it from accumulating around the 
granules on the paper. 


The deflationary depression that 
clouded the introduction of WETORDRY, 
with all its distress and slashed wages, was 
sharp and sudden—and short. Interest 
rates were lowered and business activ¬ 
ity bottomed in mid-year 1921, although 
consumer prices continued downward. 
Prices declined a little further in 1922, but 
GNP jumped 6.6% from 1921 levels, and 
the rebound in business activity trumped 
the decline in prices. Leveraged measure¬ 
ments of economic activity jumped even 
higher: The earnings of the Dow Indus¬ 
trial companies increased by over 300% 
in 1922 from the depressed levels of the 
year before, and the number of busi¬ 
nesses reporting 1922 profits in excess of 
$100,000 increased 66% from their num¬ 
bers in 1921. 

One of those companies was Minnesota 
Mining and Manufacturing. Sales snapped 
back. The WETORDRY product helped 
bring the yearly sales total to over $2 mil¬ 
lion in 1923, with profits for the year greater 
than those inflation-fueled levels of 1919. 

The 1920s would roar on. The 3M Com¬ 
pany created a research laboratory in 
1924, initially to monitor the quality of 
their new waterproof coating and sandpa¬ 
per. The following year, their researchers 


branched out to develop and introduce 
masking tape, the first version of what 
the company later called Scotch™ tape, 
an adhesive in place of the base coating 
applied to a paper backing that permit¬ 
ted auto workers to quickly mask off and 
control paint areas to create “two-tone” 
automobiles. In 1930, they introduced a 
cellophane tape—popular now for gift 
wrapping (Magic™ tape)—by substituting 
a water-resistant film to support the adhe¬ 
sive, their first of thousands of consumer 
products. It was a tremendous decade of 
growth for the company: Minnesota Min¬ 
ing and Manufacturing increased sales 
over five-fold during the period 1921-1930, 
and by the end of the decade the company 
name wasn’t quite so presumptuous. 

These variations on the general method 
used to make the original sandpaper prod¬ 
uct were possible because the company 
weathered the financial storm that was 
1920-1921. Faced with the financial difficul¬ 
ties of that wicked, seemingly bottomless 
depression and deflation, 3M had the flex¬ 
ibility to quickly adjust its labor expenses in 
line with demand and general prices. 

The early months of the downturn that 
began eight years later, in 1929, were actu¬ 
ally much less severe than the downturn 


18 FINANCIAL HISTORY | Summer 2019 | www.MoAF.org 


Minnesota Historical Society 





of 1920-1921. Prominent Yale economist 
Irving Fisher announced in May 1930 that, 
“thus far the difference between the pres¬ 
ent comparatively mild business recession 
and the severe depression of 1920-1921 is 
like that between a thunder-shower and a 
tornado.” This time, the nation’s leaders 
met the “mild business recession” with a 
very different response. Businesses fought 
to keep wage levels up for fear of reducing 
what was beginning to be called “aggre¬ 
gate demand.” 

The most prominent proponent of this 
effort was Henry Ford and his Ford Motor 
Company. Ford stubbornly raised work¬ 
ers’ wages in 1930 to combat the decline. 
President Hoover announced in May 1930 
that, “for the first time in the history of 
great slumps, we have had no substan¬ 
tial reduction in wages.” Of those firms 
reporting their activity to the Bureau of 
Labor Statistics, 92% had reduced wages in 
1921, while just 7% did so in 1930. 

This stubborn approach to keep up wages 
and “aggregate demand” did not work. 
Other factors—the Smoot-Hawley tariff 


bill, income tax hikes, the repeal of dollar- 
gold convertibility—contributed to cause 
the mild recession described in May 1930 to 
deepen. 1931 would be one of the most dif¬ 
ficult years of the 20th century, and by mid¬ 
year 1932, things had completely collapsed. 
Unemployment soared. The economic rout 
that was the 1930s was on, and the difficult 
days of 1920-1921 and the lessons that those 
events might hold began being erased from 
the nation’s collective memory. $ 

Dan Munson is a student of financial 
and scientific history. His writings have 
appeared in Barron’s Financial Weekly 
and many other publications. He enjoys 
reading and writing financial and scien¬ 
tific history and worked for many years 
at 3M. 

Sources 

Barber, William J. From New Era to New Deal: 
Herbert Hoover, the Economists, and Ameri¬ 
can Economic Policy, 1921-1933. Cambridge 
University Press. 1985. 


Carret, Philip L. The Art of Speculation. New 
York: Barron’s. 1927. 

Friedman, Milton and Anna Jacobson 
Schwartz. A Monetary History of the United 
States, 1867-1960. Princeton University 
Press. 1963. 

Friedman, Walter. Fortune Tellers: The Story of 
Americas First Economic Forecasters. Princ¬ 
eton University Press. 2013. 

General Ledgers and Income Statements of the 
3M Company, 1905-1932. The Minnesota 
Historical Society. 

Grant, James. The Forgotten Depression: 1921: 
The Crash That Cured Itself. Simon & Schus¬ 
ter. 2014. 

Huck, Virginia. The Brand of the Tartan: The 
3M Story. Minnesota Mining and Manufac¬ 
turing Company. 1955. 

“A Long-Term Perspective: Dow Jones Indus¬ 
trial Average 1920-2000,” New York: Value 
Line Publishing, Inc. 


THE JOURNAL OF THE INTERNATIONAL BOND & SHARE SOCIETY 


SCRIPOPHILY 


ENCOURAGING COLLECTING SINCE 1978 


No.110-AUGUST 2019 



INTERNATIONAL BOND 
& SHARE SOCIETY 

PUTTING FINANCIAL HISTORY IN YOUR HANDS 

Doin the International Bond & Share Society, supporting 
collectors of vintage bonds and shares from all countries for 
over forty years. For $32, £20 or €25 annually, receive: 

♦ Three issues a year of our full color 52 page journal Scripophily with news, 
in-depth articles, auction reports and more 

♦ Membership Directory listing dealers, auction houses and fellow 
collectors 

♦ Members-only part of the Society website, scripophily.org 

♦ Members' Newsletters with up-to-date information and event schedule 


For further information contact 

Robin Majlak 

Philip Atkinson 

Membership Secretary 

Secretary 

824 Harbor Road 

167 Barnett Wood Lane, 

Southport, 

Ashtead, Surrey 

CT 06890 

KT21 2LP, UK 

membership@scripophily.org 

secretary@scripophily.org 


Or visit our website www.scripophily.org 


www.MoAF.org | Summer2019 | FINANCIAL HISTORY 19 





























A Commercial 


e Negro 


siness 


20 FINANCIAL HISTORY | Summer2019 | www.MoAF.org 


National Park Service 



By Shennette Garrett-Scott 

Maggie Lena Walker probably was no 
longer surprised that she was the lone 
woman among the 50 or so African Amer¬ 
ican business, banking and insurance 
leaders attending a banquet in late 1924 
in New York City. The banquet had been 
called “to stabilize, strengthen, and protect 
Negro business.” As president of the St. 
Luke Bank and secretary-treasurer of the 
Independent Order of St. Luke (IOSL) 
in Richmond, Virginia, Walker stood as 
the most powerful Black woman in the 
financial industry. She had worked most 
of her life to prove that women could excel 
in the financial world, and her presence 
lent legitimacy to, if not full acknowledg¬ 
ment of, women’s critical roles in the 
financial industry. She surely wondered 
whether her lifelong efforts counted for 
much, because here she was again: the 
only woman in a room full of Black men 
who were charting, as they imagined, the 
economic future of the race. 

The select group of business leaders 
outlined plans for the National Negro 
Finance Corporation (NNFC), a million- 
dollar corporation that would launch Black 
business into a new financial age. Walker 
took advantage of the novelty of her pres¬ 
ence. She offered the St. Luke Bank as a 
model to emulate for the young finance 
company. She told the austere group, “We 
shall not stop, but put our moneys and 
brains together and achieve a commercial 
emancipation.” Walker echoed her call to 
IOSL members two decades earlier, when 
she had first shared her vision for a bank 
that was largely owned and run by women 
for women. 

The NNFC shared ambitious goals with 
another Black-owned finance company 
launched in the early 1920s: the Allied 
Industrial Finance Corporation (AIFC). 
Bitter rivalries for control over the vision 
for the future of Black business, how¬ 
ever, soon emerged between the two 
companies. The finance companies dif¬ 
fered in their opinions about the role that 


Studio portrait of Maggie Lena Walker, 
president of the St. Luke Bank and secretary- 
treasurer of the Independent Order of St. Luke 
(IOSL) in Richmond, Virginia. 


capital and expertise from White investors 
should play. Black investors responded in 
complex ways to the heightened appeals 
of Black-owned finance companies to race 
pride, racial uplift and risk. Finally, inter¬ 
nal difficulties undermined the finance 
companies and highlighted the difficulties 
in achieving a true economic emancipa¬ 
tion for Black communities. 

Origins of the Allied Industrial and 
National Negro Finance Corporations 

Both the AIFC and the NNFC companies 
grew out of the National Negro Busi¬ 
ness League (NNBL). Formed in 1900 by 
Booker T. Washington, the NNBL was 
the largest association of Black business- 
people and professionals in the country. 
Washington served as president of the 
NNBL until his death in 1915. For some 
years, even before Washington’s death, 
Emmet J. Scott, Washington’s personal 
secretary for nearly two decades and sec¬ 
retary of the NNBL, had longed to see the 
NNBL evolve. Scott imagined an organi¬ 
zation that provided critical services to 
Black-owned businesses. Once out from 
under the long and formidable shadow of 
Washington, Scott attempted to shift the 
NNBL’s center of gravity from Tuskegee, 
Alabama, to more cosmopolitan climes in 
Washington, DC or New York City. He 
also wanted to reconstitute the executive 
committee and leadership to tap into the 
dynamism of a younger generation of self- 
made men. 

Stymied in his efforts to remake the 
NNBL, in late 1920 Scott organized the 
Allied Industrial Finance Corporation 
(AIFC) to provide capital to Black busi¬ 
nesses. Initially, Scott planned to raise 
the majority of the $3.75 million of capi¬ 
tal from leading White financiers such 
as the Rockefellers, Julius Rosenwald, 
George Foster Peabody and others who 
had been longtime financial supporters 
of the NNBL. Scott also dug into his deep 
contact list of Black business leaders to 
constitute the AIFC board. The AIFC 
made its headquarters in the sparkling 
new Southern Aid Building in Washing¬ 
ton, DC. 

Fearful that Scott’s AIFC might actually 
succeed and best the NNBL, in early 1924 
Charles C. Spaulding arranged a secret 


meeting in Durham with a select group 
of businessmen and then an open organi¬ 
zational meeting in early June. Spaulding, 
co-founder of the North Carolina Mutual 
Insurance Company and president of the 
Mechanics and Farmers Bank in Durham, 
was arguably the most well-known and 
respected Black businessman in the coun¬ 
try. At the banquet in New York City in 
November, where Maggie Lena Walker 
had declared “a commercial emancipa¬ 
tion,” Spaulding officially announced the 
launch of the NNFC. 

The goals of the NNFC were even more 
ambitious than the AIFC’s. In addition 
to providing capital for new Black busi¬ 
nesses, the NNFC wanted to maintain a 
corps of industry experts to advise busi¬ 
ness people. The NNFC planned to create 
a stock exchange that would sell stock 
in and securitize assets backed by Black 
businesses. The corporation’s prospectus 
and publicity documents dangled the pos¬ 
sibility that the NNFC would invest in 
non-Black-owned businesses but made 
clear that the NNFC, unlike the AIFC, 
would not court capital investment from 
White businessmen and philanthropists. 
The NNFC wanted to put Blacks’ assets 
to work in the larger US financial market, 
blurring and perhaps even erasing the 
color line in high finance while com¬ 
pounding the assets of Black investors. 
Future plans included establishing a credit 
information clearinghouse, similar to Dun 
and Bradstreet, for Black businesses. 

Competing for the Hearts 
and Minds of Black Investors 

The organizers of both finance corpora¬ 
tions also hoped to woo investors away 
from the charismatic Marcus Garvey, 
leader of the Universal Negro Improve¬ 
ment Association (UNIA) headquartered 
in Harlem, New York. Garvey’s assertive 
calls for Black pride had helped him raise 
millions of dollars to support UNIA pro¬ 
grams, ancillary businesses and develop¬ 
ment projects. In January 1920, Garvey 
organized the short-lived Negro Factories 
Corporation (NFC). Capitalized for $1 
million, working-class Blacks gobbled up 
shares at $5 each. The NFC eventually 
operated a laundry, a millinery store, a 
small chain of grocery stores, a restaurant 
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Independent Order of St. Luke staff, with Maggie Walker pictured near the center. 


and a publishing house. The NFC planned 
to open factories to manufacture clothing, 
toiletries, canned goods and other items. 
These factories would employ thousands 
of Black workers to produce goods for 
Black consumers in the United States 
and to ship goods overseas on the Black 
Star Line, the UNIA’s shipping company. 
Garvey openly refused White investment 
capital in the NFC, boasting, “The world 
is looking to see what the New Negro 
will achieve in the field of commerce.” 
He believed large-scale investment and 
finance by and among Blacks to be essen¬ 
tial to the broader dream of racial uplift 
and self-help. 

Garvey’s message found support among 
some women members of the Black entre¬ 
preneurial elite. Both Maggie Lena Walker 
and beauty culture products mogul Madam 
C.J. Walker—reputed to be the first Black 
woman millionaire—admired Garvey. 
Garvey’s photograph and his famous edi¬ 
torial, “African Fundamentalism,” hung 


prominently in Maggie Lena Walker’s 
parlor. Scholars consistently cite Booker 
T. Washington as a critical influence on 
Garvey, but Garvey also drew inspira¬ 
tion from female contemporaries such as 
Maggie Lena Walker. The IOSL’s social 
activities and its business model; Walker’s 
strong support of independent, black eco¬ 
nomic self-help; and her focus on the 
needs of working-class people represented 
foundational models for Garvey and the 
UNIA. 

Both the AIFC and the NNFC hoped 
to siphon some of the largess from Gar¬ 
vey’s coffers into their own and relied 
on appeals to manhood to buttress their 
efforts. Despite past clandestine efforts 
to secure assistance from White inves¬ 
tors, both the NNFC and the AIFC advo¬ 
cated—at least publicly—self-help efforts 
that were independent of White assistance 
as a cornerstone of manly enterprise. The 
AIFC and the NNFC worked hard to win 
small, individual investors to raise their 


multimillion-dollar capital requirements. 

Black business had long solicited and 
depended on Black investment dol¬ 
lars. Working- and middle-class Blacks 
responded to rhetoric that stressed stock 
purchase not merely for personal gain, 
but for racial uplift and collective pros¬ 
perity. In the 1920s, links between race 
pride and manhood made full-throated 
endorsements of stock investment as a 
civic duty and a demonstration of citizen¬ 
ship. For example, the AIFC promoted 
investing as a “privilege and a right” and 
as an experiment in “Financial Democ¬ 
racy.” The NNFC’s prospectus also con¬ 
nected a desire for wealth with the desires 
of any true citizen, as stressed in a string 
of superlatives that deserves extended 
quotation: 

Every progressive, thrifty, red blooded, 
clear headed, liberty loving, property 
seeking American with grit in his craw 
and iron in his bones cherishes lofty 
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and laudable ideas; among which are: 
to live a Christian life; to serve his fel- 
lowmen; to acquire sufficient wealth to 
gratify all normal desires; [and] to cre¬ 
ate eventually an estate for later years 
which shall inure to the benefit of 
those most immediately dear to him. 

The prospectuses of both finance com¬ 
panies made explicit links between finan¬ 
cial and civil responsibilities and rights. 

The fact that neither the AIFC nor the 
NNFC traded its stock on an exchange 
represented a glaring barrier for Black 
investors and the companies seeking 
their dollars. The various stock exchanges 
barred Black businesses’ participation. 
Thus, the AIFC and NNFC relied heavily 
on direct marketing to consumers and on 
personal and professional networks. To 
put the privilege and right in reach of their 
potential investors, the firms allowed buy¬ 
ing on the margins like most other finan¬ 
cial institutions in the period. Borrowers 
purchased stocks with borrowed money 
and on borrowed time. 

Even if subscribers fulfilled their stock 
subscriptions, there was no guarantee 
that they would ever see the promised 
windfalls. Any investment represented a 
risk for loss. The NNFC, however, reck¬ 
lessly dismissed the financial risks. Its 
prospectus read, “There has never been 
a better opportunity or a better reason 
offered to members of the race for invest¬ 
ment. Every safeguard has been thrown 
around the organization to protect and 
conserve the funds and insure the safety 
of the investment.” The NNFC was hardly 
alone in promising great riches for a small 
investment and limited risk. It joined 
other “blue-sky promoters” who endorsed 
all kinds of money-making schemes. The 
promise of a commercial emancipation 
increased the appeal of stock investment 
but downplayed the associated risks of 
any speculation. Gambling on the race 
was no gamble at all, promoters enthused, 
but rather an informed, rational and self¬ 
less decision. Charged racial appeals com¬ 
bined with the practice of buying on the 
margins reflected the reckless overconfi¬ 
dence that made the 1920s roar. 

Mismanagement and the inability to 
raise adequate capital spelled the demise 
of the AIFC in 1925. The NNFC followed 
closely behind. Stock subscriptions dried 




Drawing of the officers of the National Negro 
Business League (NNBL). Formed in 1900 by 
BookerT. Washington, the NNBL was the largest 
association of Black businesspeople 
and professionals in the country. 


up, and stockholders demanded not just 
dividends, but a return of their capital 
investment. A 1927 financial statement 
showed assets of a little more than $4,100 
cash on hand, three mortgage bonds total¬ 
ing nearly $10,000, a bond for the Vir¬ 
ginia Theological Seminary and College in 
Richmond (present-day Virginia Union 
University) and a few stocks in other Black 
businesses. By 1928, the NNFC ceased any 
pretense of operation. 

The Allied Industrial Finance Corpo¬ 
ration and the National Negro Finance 
Corporation failed to effect a commercial 
emancipation for the race. Rhetoric about 
manhood and citizenship resonated with 
Black investors, who invested for complex 
reasons. They were not dupes who fell for 
questionable schemes, but rather calculat¬ 
ing and strategic economic actors trying 
to bend capitalism to their needs. Both 
ventures failed to raise sufficient capital 
to fund their ambitious schemes, but they 
should not be judged complete failures. 
They reveal the efforts of the Black finan¬ 
cial industry to boldly tackle the limita¬ 
tions of racial segregation and the contin¬ 
ued commitment to communal-focused 
approaches to economic development and 
wealth building. $ 


Shennette Garrett-Scott is associate pro¬ 
fessor of History and African American 
Studies at the University of Mississippi. 
Her newly released book , Banking on 
Freedom: Black Women in U.S. Finance 
Before the New Deal from Columbia 
University Press , is the first full-length 
history of finance capitalism that centers 
on Black women and the banking institu¬ 
tions and networks they built from the eve 
of the Civil War to the Great Depression. 
She is featured in the PBS documentary , 
BOSS: The Black Experience in Business. 
Follow her on Twitter at @EbonRebel. 

This article has been excerpted from Bank¬ 
ing on Freedom: Black Women in U.S. 
Finance Before the New Deal by Shennette 
Garrett-Scott; Copyright © 2019 Shennette 
Garrett-Scott. Used by arrangement with 
the publisher. All rights reserved. 

A Note on Sources 

Find news stories about the AIFC and NNFC 
in early- to mid-i92o’s newspapers, especially 
Black newspapers including the Pittsburgh 
Courier, Chicago Defender, New York Age, the 
UNIA’s Negro World and the IOSL’s St. Luke 
Herald. Some digitized AIFC papers held by 
the Amherst Libraries, University of Mas¬ 
sachusetts are available online from Digital 
Commonwealth: Massachusetts Collections 
Online at https://www.digitalcommonwealth 
.org. A few remnants of the NNFC’s papers can 
be found in the C.C. Spaulding Papers in the 
Rubenstein Library, Duke University, and in 
the Albon L. Holsey Papers and the Robert R. 
Moton Papers in Special Collections, Tuskegee 
University. On the NNBL’s history, see John 
H. Burrows, The Necessity of Myth: A History 
of the National Negro Business League, 1900- 
1945 (Hickory Hill Press, 1988) and Shennette 
Monique Garrett, “‘He Ran His Business like 
a White Man’: Race, Entrepreneurship, and 
the Early National Negro Business League in 
the New South” (M.A. Thesis, University of 
Texas at Austin, 2006). For sources on Marcus 
Garvey and the UNI A, see the 13-volume The 
Marcus Garvey and Universal Negro Improve¬ 
ment Association Papers, edited by Robert 
A. Hill and published by Duke University 
Press and Marcus Garvey: Life and Lessons, a 
Centennial Companion to the Marcus Garvey 
and Universal Negro Improvement Association 
Papers, edited by Robert A. Hill and Barbara 
Bair (University of California Press, 1987). 
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By Anne Fleming 

“Of all the evils to which modern soci¬ 
ety has given birth, there is scarcely one 
more insidious, far reaching, and disas¬ 
trous in its effects than the institution of the 
money lender or ‘loan shark,’ as he is more 
unpopularly known,” a Chicago Tribune 
reporter proclaimed in 1908. The reporter 
lamented that high-rate moneylenders 
continued to plague the city and demand 
their “pound of flesh,” despite a recently 
enacted law designed to “deal a vital blow” 
to the “whole nefarious business.” 


With or without legal sanction from the 
state, so-called loan sharks found plenty of 
willing “victims” among the “great army of 
wage earners” in the Windy City, who were 
“forever pressed by the need of money.” 
Four years later, as the sharks continued 
to circle Chicago, another Tribune writer 
observed, “It is easy to condemn the loan 
shark evil but hard to correct it.” The root 
of the problem was simple: “Men, now 
and then, must have money.” The hard 
part was figuring out how to grant urban 
workers access to small amounts of credit 
at reasonable prices. 


Over a century later, much has changed. 
The laws governing small loans have devel¬ 
oped over time, both reflecting and spur¬ 
ring the ascendance of new ideas about 
the proper regulation of the business. The 
American economy has also changed dra¬ 
matically, with the growth of industrial, 
clerical and service-sector work, along with 
the decline of agricultural employment. 
Meanwhile, the advent of mass produc¬ 
tion brought down the price of consumer 
goods and enabled mass consumption. 

The demographic characteristics of those 
struggling to make ends meet, “forever 
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CITY OF DEBTORS 



A check cashing store in Chicago 
offering cash advances, 1998. 


pressed by the need of money,” have var¬ 
ied over time as well. By some estimates, 
roughly 40% of the American population 
lived in or near poverty in the early 20th 
century but—over the last three decades— 
the official poverty rate has never exceeded 
20%. Moreover, rising standards of living 
have improved the lot of all Americans, 
including low-income households. Fami¬ 
lies struggling to get by in the modern era 


A Century of Fringe Finance 


may own televisions and other consumer 
goods that did not exist a century ago. But 
thanks to the growth of the mass media, 
these households have also become more 
keenly aware of their relative hardship 
as compared to those higher up on the 
income distribution. 

Along the way, legal and economic 
change has helped kill off some forms of 
small-dollar credit and encouraged others 
to grow, eventually yielding our present- 
day “fringe lending” institutions, which 
include the payday lenders and rent-to- 
own stores that now cluster in low income 
neighborhoods and operate storefronts in 
cyberspace. The small-sum lending busi¬ 
ness has grown exponentially over the 
course of the past hundred years, from a 
marginal enterprise into a big business that 
generates over $10 billion in revenue each 
year. At last count, there were over 15,000 
payday lender storefronts in the United 
States, and over 9,000 rent-to-own stores 
in the United States, Canada and Mexico. 

Yet, the problem of high-rate, small-sum 
lending continues to trouble both policy¬ 
makers and ordinary people. Americans 
remain divided over how to police the 
industry. Most acknowledge that working- 
class households “now and then, must have 
money,” as the Chicago Tribune reporter 
observed over a century ago. Nonetheless, 
many worry about the high cost of small 
loans and fear that lenders are taking advan¬ 
tage of the most vulnerable households. 

Policymakers and everyday Ameri¬ 
cans are perpetually torn between dueling 


desires, wanting to protect working-class 
debtors while also allowing them easy 
access to credit and control over their 
own financial lives. Both favorable and 
critical views of the business persist, in the 
celebration of microfinance as an engine 
of social mobility and the vilification of 
payday lending as a modern form of debt 
peonage. 

For decades, little loans have troubled 
many Americans because they raise a big, 
vexing policy question: what is the mean¬ 
ing of justice within capitalism? Since 
the rise of the small-sum cash lending 
business in the 1890s, those on the lowest 
rungs of the economic ladder have been 
asked to pay the greatest cost for credit. 
Time and time again, Americans have 
puzzled over why the smallest loans to the 
most fragile borrowers seem to come with 
the biggest price tags. 

The long struggle to regulate fringe 
finance began over 100 years ago, at the 
dawn of the 20th century, when lend¬ 
ing to urban, working-class households 
first grabbed newspaper headlines and 
the attention of progressive reformers. 
Although pawnshops or “hock shops” had 
existed for centuries, other forms of small- 
sum lending grew rapidly only after the 
Civil War, when an increasing number of 
households became dependent on wage 
labor for their support. For wage workers, 
small loans offered a means of scraping 
by when they suffered inevitable bouts of 
unemployment or were otherwise in need 
of cash. Borrowers could assure lenders 
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that their debts would be repaid from their 
future wages. 

By 1900, “chattel loans,” cash advances 
secured by a lien on the borrower’s per¬ 
sonal property, and “salary loans,” secured 
by an assignment of the borrower’s future 
wages, had become a common source of 
credit for urban, working-class laborers. 
Buying goods “on time” or “on install¬ 
ment” had also grown to be part of every¬ 
day life. Merchants sold clothing, furni¬ 
ture and sewing machines on credit to 
working-class buyers, who agreed to pay 
back the sales price plus credit charges in 
regular installments, and risk repossession 
of their purchases if they failed to repay 
the debt. 

In this period, the law governing house¬ 
hold loans was ancient and varied from 
state to state. Even as legal control over 
other matters of economic life had begun 
to move from the states to the federal gov¬ 
ernment, a hodgepodge of state and local 
law continued to govern the business of 
making and collecting small loans in the 
early 20th century. 

Small cash loans were essentially out¬ 
lawed in most states because of restrictive 
lending laws that dated back to the 19th 
century. Lenders could not make a profit 
if they charged interest at the low rates 
allowed under these statutes, known as 
“usury laws.” In contrast, selling goods 
“on time” was hardly regulated at all, 
thanks to a longstanding legal distinc¬ 
tion between cash loans and sales credit. 
Although merchants often charged one 
cash price to customers who paid upfront 
and another to customers buying on time, 
the law did not treat the difference between 
these prices as interest on a loan under the 
judge-made “time-price” doctrine. Cash 
loans were subject to state usury laws, but 
sales of goods on time were not. 

Over the course of the 20th century, 
however, the states adopted new rules to 
govern small-sum lending, through a pro¬ 
cess that was both national and, yet, highly 
localized. Nationally, lenders formed pro¬ 
fessional trade associations to lobby for 
their interests, and the largest companies 
operated branches across multiple states. 
Reformers likewise founded large national 
organizations, as well as nationwide fed¬ 
erations of local groups, to draft legisla¬ 
tion and lobby for change. These groups 
then attempted to guide the development 


Wwwy Landing 5«n«< 

DRAFT OF 

Uniform Small Loan 
Act 

FOR 

REGULATING AND LICENSING 

the huitnen of 

MONEY-LENDERS OF SMALL LOANS 

ALSO 

TABLE OF SMALL LOAN LAWS, 
ECONOMICS OF A FAIR RATE 

Fic., Etc. 

LEGISLATIVE 

HANDBOOK 


re«M jaw a* price io cent* 

Draft of the Uniform Small Loan Act, 1923. 


of lending regulations across the country, 
often through the creation of model state 
laws drafted by experts in the field. Legal 
localism persisted, however. 

Even after the New Deal’s reconfigura¬ 
tion of federal-state relations in the 1930s 
and the growth of the federal government 
in the decades that followed, the states 
retained primary authority over small 
loans. As a result, each state followed 
its own course, but often in imitation of 
a model law or another state’s strategy. 
Most began by limiting the reach of credi¬ 
tors seeking to collect unpaid debts before 
eventually enacting substantive rules 
restricting loan terms and then, finally, 
wrestling with the problem of how to 
ensure the law’s enforcement. The phases 
of small sum lending regulation also 
tracked shifting ideas about the proper 
role of the state in the marketplace, as well 
as changes in the relative strength of state 
and federal regulatory power. 

The Uniform Small Loan Law drafted 
in the 1910s, for example, reflected that 
era’s faith in the ability of expert reformers 
to curtail abusive business practices and 
the reformers’ trust in the power of better 
legal infrastructure to enable the flow of 


private capital into the market. The law 
also affirmed the traditional primacy of the 
states in regulating this form of commerce. 
Indeed, even after the federal government 
joined the fray in the 1960s and then 
reduced the states’ power over some forms 
of lending in the decades that followed, the 
states still retained significant authority 
over the governance of small loans. 

For most of the past century, campaigns 
for the adoption and enforcement of new 
lending rules played out in dozens of 
statehouses and in hundreds of state and 
local courthouses, rather than in a few 
centralized venues. In each state, local 
players and state-level political dynamics 
could shift the balance in deciding when 
and how to police small-sum loans, and 
so the tempo and rhythm of legal change 
varied considerably from place to place. 

To date, historians of law and Ameri¬ 
can capitalism have underemphasized the 
challenges of state-level economic gov¬ 
ernance in the modern era. The litera¬ 
ture on the legal history of 20th-century 
capitalism is large and growing, including 
studies on diverse topics such as taxation, 
the stock market, long-haul trucking and 
consumer credit. 

Yet, although there is a rich body of 
work on state and local governance of 
the marketplace during the 19th century, 
most historians of the 20th century have 
focused on national state-building and 
federal economic regulation, particularly 
when considering the 1930s and subse¬ 
quent decades. They have shown how 
national policy privileged particular 
groups and forms of economic growth, 
and shaped middle-class markets for 
housing, labor, education and consumer 
goods. But even as the federal government 
expanded over the course of the century, 
states and localities retained primary con¬ 
trol over many key aspects of commercial 
life, operating within the American system 
of divided regulatory authority known as 
“federalism.” 

Federalism is the first of three reasons 
why governing small-sum lending has 
proved to be especially tricky over the 
course of the past century. Cash lenders 
and their capital have been able to move 
easily across state boundaries, operating 
in one jurisdiction while lending to bor¬ 
rowers elsewhere by mail. Lenders’ mobil¬ 
ity, coupled with the limited authority 
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of states to police activities outside their 
own borders, has made governing the 
small-sum lending industry within a fed¬ 
eral framework especially challenging. The 
stickiness of the problem became apparent 
in the early 20th century, when states such 
as New York attempted to prevent lend¬ 
ers from charging their residents more 
than the state’s maximum interest rate 
of 6% per year. Lenders soon discovered 
a loophole, however, setting up shop in 
neighboring states with lax usury laws and 
sending money and legal documents to 
borrowers through the mail. The differ¬ 
ences in how each state treated the same 
transaction created incentives for lenders 
to shift the legal location of their transac¬ 
tions in order to escape unfavorable regu¬ 
lations, a process known as “regulatory 
arbitrage.” 

So began a game of whack-a-mole, as 
restrictive states beat down one form of 
illegal lending only to find another pop¬ 
ping up in a different corner. State-by¬ 
state campaigns for the adoption of uni¬ 
form lending laws represented one means 
to combat arbitrage and rein in high-rate 
lenders. Even in the absence of a uniform 
or model law, states also learned from one 
another as they drafted and updated their 
lending rules, with states such as New 
York leading the charge. 

And, over the course of the century, the 
states made much progress, with many 
adopting uniform rules for small cash 
loans and imitating one another’s laws on 
credit sales. But they found themselves 
almost back at square one by the early 
1980s, when a United States Supreme 
Court decision and subsequent legislative 
changes further limited state authority 
over national banks and the small-sum 
lenders that partnered with them. 

Second, governing small loans has 
been difficult because policymakers have 
struggled to draw appropriate regula¬ 
tory categories, with the goal of treating 
similar activities similarly and different 
activities differently. This line-drawing or 
categorization problem has taken several 
different forms over the course of the past 
century. For example, policymakers have 
been unable to decide whether small loans 
should be regulated just like other forms 
of credit or merit their own specially 
tailored rules. Before the rise of the small- 
sum cash lending business in the 1890s, 


the law did not draw a distinction between 
big loans and small ones. The same usury 
laws applied across the board; only pawn¬ 
shops were subject to a special set of regu¬ 
lations. But in the 1910s, the drafters of the 
Uniform Small Loan Law proposed that 
small cash loans—defined as loans under 
$300—should be governed by their own 
rules, which would allow charges greater 
than those permitted under most state 
usury laws. Proponents of the law persua¬ 
sively argued that a higher rate of charge 
was necessary for small-sum lenders to 
recoup their fixed administrative costs, 
manage the risks of small-sum lending 
and earn a profit. 

Although the uniform law was widely 
adopted in the 1920s and 30s, it also pro¬ 
voked strong opposition from populist 
politicians like Mayor Fiorello LaGuardia 
of New York City, who claimed that the 
law permitted “legalized usury” and was a 
boon to the small loan “racket.” 

LaGuardia saw no need to allow small- 
sum lenders to charge higher rates than 
those permitted for commercial banks. 
Since then, lawmakers have vacillated 
between two poles, sometimes treating 
small loans as a special category of debt 
and sometimes regulating them just like 
any other form of consumer credit. 

Policymakers confronted a similar cat¬ 
egorization puzzle when deciding how to 
regulate cash loans and the sale of goods 
on credit. They wrestled with whether or 
not the law should distinguish between 
these two types of transactions, and the 
related questions of what constitutes a 
“loan” or “interest” on a loan. At the 
beginning of the 20th century, the law 
drew a sharp distinction between interest 
on a cash loan, which was strictly limited 
in most states, and the charge for a sale 
of goods on the installment plan, which 
was not. The different legal treatment 
of these two forms of lending then cre¬ 
ated incentives for lenders to evade unfa¬ 
vorable regulations by disguising a cash 
loan as a credit sale. Lenders regularly 
engaged in this form of regulatory arbi¬ 
trage, which put pressure on policymakers 
to discard longstanding legal distinctions 
between the two transactions. As a result, 
the laws governing cash loans and credit 
sales slowly converged over the course 
of the past century. Yet the distinction 
between sales credit and cash loans did 


not disappear entirely, as reflected in the 
different legal treatment of payday loans 
versus rent-to-own transactions. 

Finally, small-sum loans have been 
especially tricky to govern because their 
regulation has been bound up with the 
problems of poverty and poor relief, 
which have compounded the complexity 
of the puzzle. To policymakers, small-sum 
lending has exemplified both the promise 
and the perils of modern American capi¬ 
talism for low-income households. On 
the one hand, small loans have promised 
low-wage workers a measure of indepen¬ 
dence from state support and entry into 
the growing consumer economy. Credit 
has served as a private safety net, allow¬ 
ing workers to manage financial shortfalls 
and make big-ticket purchases without the 
aid of public welfare or private charity. 
On the other hand, workers’ need to bor¬ 
row has also symbolized the failure of the 
economic system to lift up all households. 

The high demand for small loans has 
repeatedly made clear that the rising tide 
of American prosperity has left some boats 
grounded on the shore. Furthermore, 
onerous debts may increase demands on 
the state for poor relief, turning self- 
supporting families into public charges. 
Critics have labeled the business a “racket 
in human misery” and the purveyors of 
these products “loan sharks.” Thus, the 
link between small loans and poverty has 
justified both tightening and loosening the 
reins on the lending industry, pulling poli¬ 
cymakers in opposing directions. At some 
moments, policymakers have supported 
the small loan industry; at other times, 
they have treated small loans like a species 
of vice, unsavory and barely tolerated. 

Which impulse predominates at any 
given moment has depended, in part, on 
which lenders serve as the public face 
of the industry and how they encounter 
reformers and policymakers—as partners 
in formulating regulation or as adversaries 
in litigation. Attitudes have also changed 
over time depending on public awareness 
of the peculiar economics of small-sum 
lending, the availability of other sources 
of credit and their regulation, levels of 
public concern about poverty and prevail¬ 
ing ideas about the proper relationship 
between the state and the market. These 
changing ideas and attitudes, combined 
with the work of consumer advocates, 
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state officials and industry insiders, have 
regularly yielded new laws governing small 
loans, which then produce fresh problems 
of implementation and interpretation as 
the law has journeyed down to the street 
level—into local loan offices, retail stores, 
courthouses and government agencies. 

Over time, one thing has remained con¬ 
stant—the search for a way to govern 
small-sum lending has always led back to 
the law. Today, as in the past, many Amer¬ 
icans remain confident that the right regu¬ 
lation can fix fringe finance. The only ques¬ 
tion is how. For present-day policymakers, 
the past does not yield a definitive answer 
to this complicated question. Rather, these 
stories underscore how tricky it has been 
to devise a solution to the small loan prob¬ 
lem over the past century. 

But knowledge of this history can help 
policymakers to sidestep some of the chal¬ 
lenges that have stymied prior attempts 
at reform, while expanding our collective 
sense of what is possible. Through reclaim¬ 
ing some of the richness of past policy 
experiments and reconstructing legal and 
commercial worlds that bear little resem¬ 
blance to our own, this history deepens 
our understanding of how law works in 
practice and how legal change occurs over 
time. Our current regime of regulation 
for small loans is not the only one imag¬ 
inable. The small-sum lending market 
has always been constituted through law, 
but the rules of the game have changed 
from decade to decade through the work 
of judges and legislators, borrowers and 
lenders, lawyers and law reformers. 

If history teaches us nothing else, it is 
that the past is not insurmountable. As 
historian Michael B. Katz once wrote, we 
study history not to be trapped by it “but to 
transcend it.” The search for justice within 
capitalism will continue, but what came 
before need not dictate what will follow. $ 

Anne Fleming is a Professor of Law at 
Georgetown University. She is the author 
of City of Debtors: A Century of Fringe 
Finance (Harvard 2018), which received 
the Ralph Gomory Prize from the Busi¬ 
ness History Conference and the best 
book award from the American College 
of Consumer Financial Services Lawyers 
in 2019. 

Exerpt adapted from City of Debtors: A 
Century of Finance by Anne Fleming, pub- 

New York City Mayor Fiorello LaGuardia strongly opposed the Uniform Small Loan Act, lished bv Harvard Universitv Press 

as he claimed it permitted "legalized usury"and was a boon to the small loan "racket." 
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By Gregory DL Morris 

Even though there are some calls to 
roll back environmental regulation in the 
name of profitability, a growing consensus 
within industry and finance believes that 
cleaner is better in the long run. Insti¬ 
tutional investors from private equity to 
sovereign wealth and pension funds now 
scrutinize stewardship and sustainability 
just as thoroughly as they do balance 
sheets and growth plans. 

From a basic economic standpoint, envi¬ 
ronmental degradation is the same “trag¬ 
edy of the commons” well documented 
from grazing lands in Medieval England 
to post-war oilfields in Texas. Still, it took 
flagrant dangers to public health and safety 
coming to a head in the 1970s to drive 
Congressional action, most notably a toxic 
waste dump in western New York with the 
ironic name of Love Canal. 

Environmental Protection Agency (EPA) 
workers at a designated Superfund site 
near the Houston,Texas area. 


In response, Congress established the 
Comprehensive Environmental Response, 
Compensation, and Liability Act (CER- 
CLA), commonly known as Superfund, 
on December 11, 1980. It created a tax on 
the chemical and petroleum industries 
and provided broad federal authority to 
respond directly to releases or threatened 
releases of hazardous substances that may 
endanger public health or the environ¬ 
ment. Over just the first five years, $1.6 
billion was collected, and the tax went to 
a trust fund for cleaning abandoned or 
uncontrolled hazardous waste sites. 

Superfund authorizes and funds the US 
Environmental Protection Agency—itself 
only created under the Nixon administra¬ 
tion in 1970—to remediate contaminated 
sites. At the very least, that means stabi¬ 
lizing and securing them; if possible, the 
ideal is to return them to some beneficial 
use. Importantly, Superfund also forces 
the parties responsible for the contam¬ 
ination to either perform cleanups or 
reimburse the government for EPA-led 
work. When there is no viable responsible 


party, Superfund gives EPA the funds and 
authority to clean up contaminated sites. 

The initial mandates to EPA are well 
understood: protect human health and 
the environment by remediating contami¬ 
nated sites, and make responsible parties 
pay for the work. It is less commonly 
known that CERCLA also mandates that 
communities be involved in the Super- 
fund process, and that sites are to be 
returned to “productive use.” 

Joint and several liability is a major legal 
lever in forcing responsible parties to pay 
for remediation. In for a penny, in for a 
pound. Ironically, that provision quickly 
became an equally major impediment to 
the last mandate, return to productive use. 
Superfund sites became literal, figurative 
and legal tar pits. Developers would not 
go near them even in prime locations for 
fear of being on the hook for all the work. 

One recent example is just a few miles 
from Wall Street on the other side of the 
East River. The Gowanus Canal in Brook¬ 
lyn was notoriously noxious for decades. 
EPA proposed Superfund listing in 2009 
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as gentrification drove interest in clean¬ 
ing it. However, many local residents and 
businesses fought against Superfund list¬ 
ing because of the stigma. Nevertheless, it 
was listed in 2010. 

No one wants to live or work near 
a toxic property, but neither is anyone 
too keen to cozy up to a Superfund site. 
At Love Canal and in many other cases, 
residents were eager to be bought out and 
start fresh elsewhere. In other cases, the 
sites themselves were remote. 

“If you put a pencil mark at the middle 
of the Marcellus and the Utica shale for¬ 
mations, that is my hometown in northern 
West Virginia,” said Phil Lookadoo, a 
partner in the law firm of Haynes & Boone 
with practice in energy transactions, regu¬ 
latory compliance in oil and gas, power 
and renewables, commodity trading and 
derivatives, mergers and acquisitions, as 
well as project finance and development. 

“It was an incredibly dense industrial 
area for a century,” he elaborated, “but 
most of that has been knocked down in 
recent decades. That has left a lot of brown¬ 
field sites. Innovation in environmental 
liability and indemnification insurance 
could be transformational. Eventually a 
hilly region like that runs out of flat land 
and you have to use whatever you’ve got. 
If there is a tangible prospect of long-term 
value, then people will invest.” 

As vexing as those brownfield chal¬ 
lenges remain, the situation would be 
much worse if not for Superfund and 
other similar federal and state legislation. 
“Superfund has to be judged to have been 
successful,” said Lookadoo. “If not for that 
liability, so many sites would never have 
been remediated.” 

As an example, Lookadoo described 
a hypothetical site where 80 years ago 
there had been a coal-tar plant making 
illuminating gas and petrochemicals. The 
waste was buried. Decades later a service 
station was built on the site, but later 
abandoned when the interstate highway 
went elsewhere. The fuel tanks were left 
in the ground. They rusted out, releasing 
gasoline, which seeped into the coal waste 
and then into the groundwater. 

“At the time the people who built and 
then left those facilities did not think they 
were doing anything wrong,” Lookadoo 
explained, “and under the laws and prac¬ 
tices at that time, they were not. Now we 
know better. To get such sites remedi¬ 
ated, governments and attorneys went 


after whomever had deep pockets, and of 
course they fought it. Most times it got 
sorted. Without Superfund and the related 
environmental statutes, that may never 
have been done.” 

David Overstreet has been an environ¬ 
mental attorney for more than 25 years. He 
left full-time practice to form a boutique 
firm that handles decommissioning and 
transition work more as project managers 
than attorneys. He noted that over previous 
decades there have been waves of disputes 
and litigation over environmental liability 
and insurance coverage, mostly by owners 
trying to transfer risk and underwriters 
working just as diligently to prevent it. 

More recently, however, there have 
been initiatives by owners of brownfield 
sites jointly with developers, lenders and 
insurance companies to get contaminated 
areas back into beneficial use through pre¬ 
planned transfer of liability. The essential 
points are a practical remediation plan 
and funding, supported by indemnifica¬ 
tion and insurance. 

“There has been an attempt to move 
beyond the battles over exclusion and 
into inclusion of associated risks,” said 
Overstreet. “None of the components are 
new. There has always been the contrac¬ 
tual opportunity to transfer liability, and 
insurance for environmental exposures, 
and of course capital for development or 
redevelopment.” 

Mostly those operated separately, or at 
worst, in opposition. One of the sharpest 
arrows in the laws, joint and several liabil¬ 
ity, became in some instances an impedi¬ 
ment to new plans and new money being 
willing to engage. 

“People struggled with how to imple¬ 
ment remediation plans,” said Overstreet. 
“Now insurance brokers, underwriters, 
lenders and developers are finding ways 
to assemble the layers. There is the con¬ 
tractual shifting of liability, with the corre¬ 
sponding indemnification, all backstopped 
by the insurance with the liabilities specifi¬ 
cally included rather than excluded.” 

It is a measure of how far Superfund has 
come in its 40 years that the majority of 
discussion is now about return to benefi¬ 
cial use. In the dark days of the late 1970s 
and early 1980s, it seemed a long shot that 
even federal intervention could turn the 
tide against decades of corporate irrespon¬ 
sibility and lack of local regulation. 

Love Canal is actually in Niagara Falls, 
New York. The proximity does not seem 



'Danger, Hazardous Area"sign as seen through 
a chain link fence at Love Canal containment 
zone, near Niagara Falls, New York. 


to have done anything to harm the roman¬ 
tic if kitschy reputation of the town or the 
natural grandeur of the falls. 

Love Canal was one of two initial exca¬ 
vations for what was to be a canal to pro¬ 
vide inexpensive hydroelectric power for 
industrial development around the turn of 
the 20th century. Ultimately, with the tri¬ 
umph of alternating current (championed 
by enigmatic genius Nikolai Tesla) over 
direct current (promoted by Thomas Edi¬ 
son), the canal excavation was abandoned. 
It filled naturally with water as many dis¬ 
used quarries and mines do. 

Between 1942 and 1953, Hooker Elec¬ 
trochemical disposed of more than 21,000 
tons of hazardous chemicals into the 
abandoned Love Canal, contaminating 
the soil and groundwater, according to the 
EPA official history of the site. In 1953, the 
landfill was covered with soils and leased 
to the Niagara Falls Board of Educa¬ 
tion. Afterwards, the area near the covered 
landfill was extensively developed, includ¬ 
ing construction of an elementary school, 
as well as many residential properties. 

During the 1960s, complaints about 
odors and residues were first reported at 
the Love Canal site. In 1968, Hooker was 
acquired by Occidental Chemical Corp., 
subsidiary of the eponymous petroleum 
company. 

Reports of contamination increased in 
the 1970s as the water level rose, bringing 
contaminated groundwater to the sur¬ 
face. Various federal and state studies 
indicated that numerous toxic chemicals, 
including dioxin, had migrated through 
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Environmental Protection Agency 



"Valley of the Drums" in Brooks, Kentucky, was placed on the National Priorities List 
in 1983 due to contaminated groundwater, soil and surface water. 


existing sewers and, ultimately, drained 
into nearby creeks. 

In late 1977, in response to complaints 
from residents of homes adjacent to the 
Love Canal landfill, the EPA and New York 
State Department of Environmental Con¬ 
servation began investigating the ground- 
water at the site, as well as indoor air and 
sump water contamination in residences. 

In August 1978, President Jimmy Carter 
issued the first of two emergency declara¬ 
tions regarding the Love Canal site. The 
first provided federal funding for remedial 
work to contain the chemical wastes and 
to assist the state in relocating residents. 

On May 21,1980, President Carter issued 
a second emergency declaration, specifi¬ 
cally establishing the Love Canal Emer¬ 
gency Declaration Area (EDA), a 350-acre 
neighborhood surrounding the landfill. The 
second declaration authorized $20 million 
in federal funds to purchase homes, with 
matching state funds. The EDA was ulti¬ 
mately divided into seven separate areas 
surrounding the landfill, which were even¬ 
tually assessed as to their habitability. 

The Federal Emergency Management 
Agency (FEMA) managed the property 
purchase, disbursed funds and relocated 
hundreds of families. New York State, 
including the Love Canal Area Revitaliza¬ 
tion Agency, collaborated closely with 
FEMA. All but two families were evacu¬ 
ated and, in 1982, most structures were 
demolished. The debris was placed under 
the Love Canal landfill cap. 

The fenced 70-acre site today includes 
the original 16-acre hazardous waste 


landfill and a 40-acre cap, as well as a 
barrier drainage system and leachate col¬ 
lection and treatment system. The severity 
of the site’s contamination ultimately led to 
the creation of federal legislation to manage 
the disposal of hazardous wastes through¬ 
out the country, CERCLA. 

In September 2004, the EPA removed the 
site from the Superfimd program’s National 
Priorities List. As a result of the revitaliza¬ 
tion efforts of the Love Canal Area Revi¬ 
talization Agency, new homeowners have 
moved into the habitable areas of the Love 
Canal site. More than 260 formerly aban¬ 
doned homes in the affected area were reha¬ 
bilitated and sold to new residents, creating 
a viable new neighborhood. 

In a clear indication of how Love Canal 
embodied industrial contamination in the 
mind of the public, the Los Angeles Times 
published a news feature in 1994 detailing 
the $98-million settlement between the 
state and the company. 

“Taking a big step toward closing a case 
that raised the nation’s concern about 
buried toxic waste, Occidental Chemi¬ 
cal Corp. agreed to pay the state of New 
York $98 million to settle one of the key 
civil lawsuits over Love Canal,” wrote the 
Times. “The company also agreed to take 
over monitoring and cleanup of the Niag¬ 
ara Falls, NY, neighborhood - a chore that 
the New York attorney general’s office 
estimates will cost an additional $25 mil¬ 
lion over the next 30 years. Nearly 500 
families in the Love Canal neighborhood, 
built atop nearly 22,000 tons of waste 
chemicals, evacuated in panic in 1978 after 


the toxic substances were blamed for a 
variety of birth defects and illnesses.” 

Although less well known than Love 
Canal, the site with the chilling moniker 
of “Valley of the Drums,” in Kentucky, is 
important because it demonstrated how 
important the broad powers of Superfimd 
became quickly after being enacted. The 
23-acre dump, formally known as the AL 
Taylor site, is in Brooks, KY. It includes an 
area used for waste disposal and drum recy¬ 
cling. The EPA placed it on the National 
Priorities List in 1983 because of contami¬ 
nated groundwater, soil and surface water. 

It also became a powerful visual image. 
All the Love Canal contamination was 
underground, and the area looked like 
any other suburb with homes, parks and 
a school. While the images of abandoned 
playgrounds were haunting, they were not 
sensational. It was the monstrous sights 
from the Taylor dump—stacks and piles 
of drums sprawling over acres amid pools 
of waste and foul water—that became the 
shocking poster images of contamination 
and neglect. 

The Taylor site is a rural area with woods 
and grassy sections 10 miles south of Lou¬ 
isville. The owner used the site for waste 
disposal operation from 1967 to 1977 when 
he died, leaving title to the land unclear. 

EPA records show the state first docu¬ 
mented releases of hazardous substances 
from the site in 1975 and pursued legal 
action against the owner. However, local 
reports indicate some of the waste caught 
fire in 1966 and burned for days. In 1978, 
a state investigation found that more than 
100,000 drums of waste were delivered to 
the site, of which 27,000 were buried; the 
rest were dumped into pits. 

In 1979, large quantities of contaminants 
were carried into the creek by the spring 
snow melts. At the request of the state, the 
EPA conducted emergency response actions 
to prevent the migration and future releases 
of contamination. The EPA recorded more 
than 17,000 drums still at the site, of which 
only two thirds were empty. Remediation 
took about seven years. $ 


Gregory DL Morris is an independent 
business journalist , principal of Enter¬ 
prise & Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum's edito¬ 
rial board. 
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“The immense 


fluctuations in our 
commerce, caused 


by protection, were 
aggravated by immense 
fluctuations in our 
credit, and the combined 


result was unspeakably 
disastrous.” 



* 
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THE GREATEST 
VICTORIAN 


By James Grant 

In 1832, Jeremiah Harman, a long-serving 
director of the Bank of England, testified 
before a parliamentary committee on how 
the Bank rose to meet the occasion of the 
Panic of 1825. It was a desperate time, and 
the Bank lent money in unprecedented 
ways. 

“We lent it by every possible means, 
and in modes that we never had adopted 
before,” Harman explained; 

we took in stock as security, we pur¬ 
chased exchequer bills, we made 
advances on exchequer bills, we not 
only discounted outright, but we 
made advances on deposit of bills of 
exchange to an immense amount; in 
short by every possible means consis¬ 
tent with the safety of the Bank; and 
we were not upon some occasions over 
nice; seeing the dreadful state in which 
the public were, we rendered every 
assistance in our power. 

Bagehot (pronounced Badge-it), who 
wrote the still-canonical prescription for 
stopping a run on the banks, Lombard 
Street , never recommended a policy so 
extreme. Faced with a crisis, he famously 
asserted, a central bank should lend freely 
at a high rate of interest against good 
banking collateral. He said much more 
than that, but those words—customarily 
abbreviated to omit the part about the high 
interest rate—are invoked to this day. No 
sooner do the banks bring down a crisis on 
themselves, or stock prices take a tumble, 
than the call goes out for the Federal 
Reserve to infuse the market with emer¬ 
gency credit. In his memoir of the Great 
Recession, The Courage to Act , Ben S. 
Bernanke, chairman of the Federal Reserve 
from 2006 to 2014, cited Bagehot more fre¬ 
quently than any living economist. 

Bagehot was a banker, a man of letters 
and a financial journalist; most famously, 
he edited the Economist. But he was no 
economist himself—that is, he made no 
original contribution to the body of eco¬ 
nomic theory. 



It is a comment on the nature of eco¬ 
nomics as much as it is on the genius of 
Bagehot that his dicta on central banking 
continue to hold sway almost a century 
and a half after he propounded them. In 
the physical sciences, progress is cumula¬ 
tive; we stand on the shoulders of giants. 
In economics, the most ostensibly rigor¬ 
ous of the social sciences, progress—and 
error, too—are cyclical; we keep stepping 
on the same rakes. 

There is a misconception that Bagehot 
originated the idea of a lender of last 
resort. It’s obvious he could not have 
done so; Jeremiah Harman and his fellow 
directors were doing more than Bage¬ 
hot would later recommend two months 
before the author of Lombard Street was 
even born. He did, however, popularize 
and legitimize the proposition, controver¬ 
sial at the time but now taken as revealed 
truth, that a central bank owed a public 
duty to private persons dealing with large 
sums of money. Unfortunately, he seri¬ 
ously underestimated the extent to which 
this supposed obligation would induce 
people to take risks they would not oth¬ 
erwise accept in the absence of expected 
government help. 

Perhaps Bagehot himself would agree. 
He believed—at least, at age 39, when a 
monetarily astute friend took the trouble 
to make a careful inventory of his views— 
that money was gold and silver and that 
alone. All forms of currency, including the 
notes of the Bank of England, were credit 
instruments, no different than personal 
checks, from which it followed that the 
government had no business interven¬ 
ing in the business of banking. Bagehot 
came to modify his ideas about financial 
regulation—but, unacknowledged by the 
many who approvingly quote him on the 
imperative of central bank crisis man¬ 
agement, he never changed his publicly 
expressed view about the gold standard or 
the abomination of fiat currency. 

Bagehot was not the only virtuoso 
writer on money and banking in 19th- 
century England: Karl Marx, London cor¬ 
respondent for the New York Tribune , was 


)agef]ot 

an accomplished financial reporter (bear 
markets brought out the best in him). 
George Goschen’s brilliant matched set 
of essays, “Two Percent” and “Seven Per¬ 
cent,” can be read for sheer pleasure—no 
small feat considering the subject matter 
is interest rates. Yet Bagehot—eclectic, 
fearless, aphoristic, prolific—stands apart. 

The 20th-century American journal¬ 
ist A.J. Liebling said of himself that he 
wrote faster than anyone who wrote bet¬ 
ter, and better than anyone who wrote 
faster. Bagehot made no such claim—it 
would have been un-English. But with 
a glance at periodical journalism in the 
1850s, 1860s and 1870s, the boast would 
have been defensible. 

An adviser to statesmen, notably the 
Liberal parliamentarian and long-serving 
prime minister William E. Gladstone, he 
himself failed to win election to Parlia¬ 
ment in three attempts. Nor did he make a 
fortune in the City of London. His writing 
is what secured his reputation. As a finan¬ 
cial journalist, the editor of the Economist 
possessed another, apolitical virtue: his 
paper was evidently incorruptible. 

Bagehot himself, like many in the age 
before antibiotics, was susceptible to bron¬ 
chial disease—yet during the period of his 
worst illness, he produced his most cele¬ 
brated work. In sickness or health, he wrote 
as few have ever written, before or since. $ 

James Grant, financial journalist and 
historian, is the founder and editor of 
Grant’s Interest Rate Observer, a twice- 
monthly journal of the investment mar¬ 
kets. His book, The Forgotten Depres¬ 
sion, 1921: The Crash That Cured Itself, a 
history of America’s last government ally 
unmedicated business-cycle downturn, 
won the 2015 Hayek Prize of the Manhat¬ 
tan Institute for Policy Research. 

This article was reprinted from Bage¬ 
hot: The Life and Times of the Greatest 
Victorian. Copyright © 2019 by James 
Grant. With permission of the publisher, 
W.W. Norton & Company, Inc. All rights 
reserved. 
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WHERE ARE 
THEY NOW? 


Paine, Webber, 
Jackson & Curtis 


By Susie J. Pak 


The son of a clergyman, William 
Alfred Paine was born in Massachusetts 
in 1855. His father, Reverend Albert Paine, 
a Massachusetts native, was a clergyman 
who served as a chaplain in the Civil War. 
Paine was educated in public schools in 
Massachusetts, Wisconsin and Illinois as 
his family moved to the West and the 
Midwest. They eventually returned to the 
East Coast, and when Paine was about 18 
years old, he started working as a clerk in 
the Blackstone National Bank of Boston 
in 1873. 

Paine & Webber (f. 1880, Boston) 

In 1880, William A. Paine founded the 
firm of Paine & Webber in Boston with 
partner Wallace G. Webber. A Massachu¬ 
setts native, Wallace Gleason Webber was 
educated in public schools in Bedford and 
a commercial college in Boston. His father, 
Marcus B. Webber, was a Massachusetts 
native and a grocer by trade. Like Paine, 
Wallace Webber had also worked as a 
clerk at the Blackstone National Bank. He 
started at the bank in 1874 as a messenger. 


Photograph of the offices of 
Paine, Webber & Co., circa 1920. 


Paine, Webber & Co. (f. 1881, Boston) 

When Charles H. Paine, William’s older 
brother, joined the firm in 1881, the firm 
changed its name to Paine, Webber & 
Company. Wallace G. Webber became a 
member of the Boston Stock Exchange 
that year. In 1890, Charles H. Paine pur¬ 
chased a seat on the New York Stock 
Exchange (NYSE). The firm was badly 
hit by the Panic of 1893, but it survived 
because it had made a fortunate invest¬ 
ment in the copper industry. In 1898, 
William Paine also founded the Copper 
Range Company, in which he remained 
president until his death in 1929. In 1894, 
Wallace G. Webber retired from the firm, 
but his name continued to be used in the 
partnership. Charles H. Paine retired in 
1906, and his seat was transferred to Wil¬ 
liam A. Paine in 1905. William A. Paine 
remained the head of the firm until 1929 
when he suddenly died. His seat on the 
NYSE was then transferred to Herbert I. 
Foster, who joined the firm in 1898 and 
became a partner in 1902. 

In the late 19th and early 20th centuries, 
the firm expanded by opening offices, first 
in the Midwest, and as it grew, admit¬ 
ted partners and joined more exchanges, 
also starting in the Midwest. It opened 
an office in Houghton, Michigan, a cop¬ 
per mining town, in 1899. It opened a 


Minneapolis office and a Duluth, Min¬ 
nesota office in 1902, a Detroit office in 
1909, a Chicago office and a Worcester, 
Massachusetts office in 1915, a New York 
office, a Minneapolis office, and a Spring- 
field, Massachusetts office in 1916, a St. 
Paul, Minnesota office in 1917, a Phila¬ 
delphia office, a New Haven office, and 
an Albany office in 1918, a Grand Rapids 
office in 1919, a Providence office and a 
Syracuse office in 1922, a Concord, New 
Hampshire office in 1927, a Cleveland 
office and a Flint, Michigan office in 1928. 
Leonard D. Draper became a partner in 
1907. Edward J. Furlong and M.J. O’Brien 
became partners in 1916. The firm joined 
the Chicago Board of Trade in 1909 and 
the Chicago Stock Exchange in 1916. Wil¬ 
liam A. Paine’s son, Francis Ward Paine, 
a 1910 Yale University and 1911 University 
of Wisconsin graduate, joined the firm in 
1919. His other son, Stephen Paine, a 1920 
Harvard graduate, became a partner in 
1928. By 1930, the firm had 1,300 employ¬ 
ees, 14 partners and 25 offices. 

During the Great Depression, the firm suf¬ 
fered the decline in the brokerage industry 
and reduced its offices to 19. Even more 
seriously, the firm was also caught up in 
a securities fraud scandal in the late 1930s 
that led to the conviction of Stephen Paine 
for mail fraud in January 1939. Paine had 
allowed three associates—who were not 
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members of Paine, Webber—to borrow 
money from the firm to buy control of 
two investment trusts, Insuranshares Cor¬ 
poration of Delaware and Burco, Inc., and 
then exchange the $6 million of securities 
the trusts had for worthless securities. 

Stephen Paine was suspended from the 
NYSE and retired from Paine, Webber, 
which paid over $1 million in settlement 
from civil lawsuits. (Another partner, 
Frank Hope, was also suspended). The 
court determined that he had been aware 
of the intentions of his associates and 
was sentenced to two years in prison. He 
was let out of prison in May 1940. Three 
months later, in August 1940, his brother, 
Francis W. Paine, who was still senior 
partner of Paine, Webber, was killed in a 
Boston subway accident when he fell into 
the track in front of an oncoming train in 
South Station. 

Paine, Webber, Jackson & Curtis 
(f. 1942, Boston) 

In 1942, Paine, Webber merged with Jack- 
son & Curtis, a Boston firm founded in 
1879 by Charles C. Jackson, Laurence Cur¬ 
tis and Frank Jackson. Laurence Curtis 
was born in Boston in 1849. His father was 
a veteran of the War of 1812 and a Bos¬ 
ton merchant. An 1870 Harvard graduate, 
Curtis worked for the Boston firm of Lee, 
Higginson & Co. as a clerk. In 1874, he 
became a member of the Boston Stock 
Exchange and went into business for him¬ 
self as a stock and note broker. In 1875, he 
founded Jackson & Curtis with Charles 
C. Jackson, a fellow member of the Lee, 
Higginson firm. A bachelor, Curtis died in 
1931, two weeks after the death of his twin 
brother, Louis. 

Charles Cabot Jackson was a Boston 
native and an 1863 Harvard graduate. He 



William Alfred Paine, founder of Paine & Webber. 


was the son of Charles Jackson Jr. and 
the former Susan Cabot. His grandfather, 
Charles Jackson Sr., was an associate jus¬ 
tice on the Massachusetts Supreme Judi¬ 
cial Court. His father’s sister, Amelia Lee 
Jackson, was married to Oliver Wendell 
Holmes Sr., a doctor. Their son, Oliver 
Wendell Holmes Jr., was appointed to the 
Supreme Court in 1882. Charles Jackson 
studied mercantile law and engaged in the 
railway supply business in 1865. In 1868, 
he founded the Boston firm of Richard¬ 
son and Jackson, a wool brokerage firm, 
with G.K. Richardson. In 1870, he joined 
the firm of Lee, Higginson & Co. and left 
in 1879 to enter into a partnership with 
his brother, Frank Jackson, and Laurence 
Curtis. In 1901, he transferred his NYSE 
membership to his son, Charles Jackson. 

In the post-war, the leadership of Paine, 
Webber, Jackson & Curtis was domi¬ 
nated by James W. Davant. Born in Mis¬ 
sissippi in 1916, Davant was raised in 
Memphis, TN. He studied at the Univer¬ 
sity of Mississippi and the University of 
Virginia. After serving in the Naval Air 
Corps during World War II, he joined 
Paine Webber, Jackson Curtis in 1945 as 
a trainee. In 1956, he became the head of 


the firm’s Minneapolis office, and in 1964, 
he was named managing partner of the 
firm. The firm had moved its head office 
from Boston to New York City in 1963. 
Under Davant’s tenure, the firm began to 
acquire other firms, starting with Barret 
Fitch North, a Kansas City, MO brokerage 
house, in 1967. In 1970, the firm became 
a corporation and bought Abbot, Proctor 
& Paine, a Richmond, VA securities firm. 
Two years later, in 1972, the firm went 
public and bought Abacus Fund, Inc., an 
investment firm. In 1973, it bought the 
firms of F.S. Smithers & Co. and Mitchum, 
Jones & Templeton. In 1974, it bought four 
offices from the firm of duPont Walston, 
which was being liquidated. In 1977, it 
bought Mitchell Hutchins, a brokerage 
house known for its research expertise. 

As managing partner, Davant also 
expanded the firm overseas and opened 
offices in London and Tokyo in 1973. 
During the 1970s, the firm also became 
well known for its advertising slogan, 
“Thank you, Paine Webber.” By the time 
he retired, the firm had grown from 40 
offices and a capital of $1 million in 1964 
to 229 offices and a capital of $240 million. 

Blyth Eastman Paine Webber (f. 1980) 

In 1979, Paine Webber bought Blyth East¬ 
man Dillon, the securities subsidiary of 
INA Corporation, an insurance holding 
company, and the subsidiary was renamed 
Blyth Eastman Paine Webber. (Blyth East¬ 
man Dillon was the result of INA’s merger 
of two firms in 1972: Blyth & Co. and East¬ 
man Dillon, Union Securities Co.) INA 
Corporation received “20% of the shares 
of Paine Webber” in exchange for its 67% 
ownership in Blyth Eastman Dillon. After 
selling Blyth Eastman Dillon, INA Corpo¬ 
ration reinvested itself in its core business, 
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Certificate for 30 shares in the North Butte Mining Company owned by Paine, Webber & Co., February 27,1923. 


merging two years later in 1982 with Con¬ 
necticut General Corporation, another 
prominent insurance company founded 
in 1865. The company was renamed Cigna. 
That year, Cigna divested itself of most of 
its stake in Paine Webber Inc. 

By merging with Blyth Eastman Dil¬ 
lon, Davant had hoped to put “Paine 
Webber on par with the biggest Wall 
Street players.” Unfortunately, the merger 
did not end well and “proved his undo¬ 
ing.” Paine Webber experienced “massive 
operational problems” that stemmed from 
issues in reconciling Blyth Eastman Dillon 
and Paine Webber’s processing systems. 
In an episode reminiscent of the back 
office debacle of the 1960s, “the acqui¬ 
sition, which coincided with an explo¬ 
sion in stock market volume, overloaded 
the company’s operating systems. Many 
transactions were lost, and the company, 
after suspending bond and over-the-coun¬ 
ter trading, reported big losses in what 
should have been a highly profitable year.” 


These problems not only led to a SEC cen¬ 
sure, it led to significant financial losses, 
and key officials left the firm. 

Davant stepped down as chief executive 
of Paine Webber, Inc., the holding com¬ 
pany created in 1974, in 1980 and as chair¬ 
man in 1981. When he left, he told reporters, 
“Frankly, you get tired after 16 years in this 
job.” Davant’s replacement was Donald B. 
Marron, a New York native and graduate 
of the City University of New York, who 
had joined Paine Webber Inc. after selling 
“his former firm, Mitchell Hutchins [an 
institutional equity research firm], to Paine 
Webber in 1977.” When Paine Webber Inc. 
hired Marron, it was “seeking to bolster its 
reputation in investment banking, public 
finance and international securities.” Mar¬ 
ron became head of the firm, which merged 
with his investment banking firm, D.B. 
Marron & Co., in 1965. 

Michael J. Johnston, a University of 
Kansas and Harvard Business School grad¬ 
uate, who started at Mitchell Hutchins in 


1967 and followed Marron to Paine Web¬ 
ber, became president and chief operating 
officer of the Blyth Eastman Paine Web¬ 
ber Inc. subsidiary. Johnston also became 
chairman of the Paine Webber Mitchell 
Hutchins subsidiary. 

Under Marron’s leadership as chair¬ 
man and CEO, the firm responded to the 
operational crisis by cleaning “up its back 
office and [cutting] expenses by chop¬ 
ping its work force by hundreds.” Under 
Marron’s tenure, Paine Webber contin¬ 
ued to expand and diversify. In 1983, it 
bought Rotan Mosle Financial Corpora¬ 
tion, a Southwest securities firm, and First 
Mid-America, a securities firm located in 
Nebraska. In 1984, it bought Becker Pari¬ 
bas Futures, a commodity-futures trad¬ 
ing firm, and Rouse Real Estate Finance, 
a mortgage financing firm. That year, it 
also combined its subsidiaries, Paine, 
Webber, Jackson & Curtis, Paine Web¬ 
ber Mitchell Hutchins and Blyth East¬ 
man Paine Webber into one subsidiary 
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Donald Matron, CEO and Chairman of Paine Webber, announces at a 
press conference that Paine Webber will merge with UBS, July 12,2000. 


called PaineWebber Incorporated and 
created a parent holding company called 
PaineWebber Group Inc. 

Marron said in 1986 that he hoped to 
“propel Paine Webber into the ‘bulge 
bracket’-Wall Street argot for the top five 
or six investment banking houses that 
garner most of the major deals.” But by 

1987, The New York Times reported that 
he was “scaling back his vision” for the 
firm. After the firm suffered setbacks dur¬ 
ing the 1987 stock market crash, the firm 
began to sell some of its operations to 
other firms, starting with its commercial 
paper operation to Citicorp in November 
1987 and its venture capital unit in January 

1988. It was bought by the unit’s manag¬ 
ers. It also sold 18% of its equity interest to 
Yasuda Mutual Life Insurance Company 
in November 1987 and used the capital to 
buy Manufacturers Hanover Investment 
Corporation in 1988 in an attempt to move 
into merchant banking, though that was 
ended soon after. 


In 1994, the firm moved to build up its 
investment banking services and bought 
Kidder, Peabody & Co. from General 
Electric Co., which gained a 25% stake in 
PaineWebber. That year, Joseph J. Grano 
Jr. succeeded Marron as president of 
PaineWebber Group. He had been the 
head of the firm’s retail unit since 1988. 
Marron became chairman and CEO. The 
following year, amid rumors that the firm 
would be sold, Marron wrote a letter 
to PaineWebber employees stating, “We 
continue to be staunchly independent and 
are proud of our heritage as one of the 
very few such firms left in our industry.” 

According to the Wall Street Journal 
the merger of Morgan Stanley Group Inc. 
and Dean Witter, Discover & Co. in 1997 
put enormous pressure on PaineWebber. 
The paper reported, “The deal underscores 
Paine Webber’s quandary: as its major US 
brokerage rivals have become bigger and 
have diversified into investment banking 
and other financial services, PaineWebber 


risked being left behind because of its 
focus on the retail brokerage business, 
which has become increasingly competi¬ 
tive with the advent of low-cost online 
trading.” In 2000, J.C. Bradford & Co., 
a Nashville brokerage house founded in 
1927, bought PaineWebber Group, Inc. 
(J.C. Bradford bought the Almstedt Broth¬ 
ers brokerage house in 1979). That year, 
the firm agreed to a purchase by UBS AG, 
a Swiss bank. 

UBS AG (2000) 

UBS AG was the result of a 1998 merger 
between the Union Bank of Switzerland 
and the Swiss Bank Corporation. It traces 
its history back to the Bank in Winterthur, 
which was founded in 1862 and merged 
with Toggenburger Bank, founded in 1863 
in Lichtensteig, in 1912 to form the Union 
Bank of Switzerland. The Swiss Bank Cor¬ 
poration traces its history back to the 
Balser Bankverein, which was founded 
in 1872 in Basel. PaineWebber became 
the retail brokerage arm of UBS and was 
renamed UBS PaineWebber in 2001. In 
2003, UBS renamed the brokerage divi¬ 
sion UBS Financial Services and the Paine 
Webber name was lost to history. $ 


Susie J. Pak is an Associate Professor in 
the Department of History at St. John’s 
University (New York). A graduate of 
Dartmouth College and Cornell Uni¬ 
versity, she is the author of Gentlemen 
Bankers: The World of J.P. Morgan 
(Harvard University Press), a Trustee of 
the Business History Conference, co-chair 
of the Columbia University Economic 
History Seminar and a member of the 
editorial advisory board of the Business 
History Review. She is also a member 
of the Financial History editorial board. 


About Where Are They Now? The “Where 
Are They Now?” Series traces the origins 
and histories of 207 of the underwriters of 
the 1956 Ford Motor Company IPO. The 
research for this series has been generously 
funded by Charles Royce of The Royce 
Funds. The Museum’s “Where Are They 
Now?” blog can be found at: wherearethey- 
nowblog.blogspot.com. 
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FIREFIGHTING 

THE FINANCIAL 
CRISIS AND 
ITS LESSONS 

BEN S. BERNANKE 
TIMOTHYT. GEITHNER ' 

- HENRY M. PAULSON, JR. 

•> 
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Firefighting: The Financial Crisis 
and Its Lessons 

By Ben S. Bernanke, Timothy F. Geithner 
and Henry M. Paulson, Jr. 

Penguin Random House, 2019 
129 pages text, 82 pages charts, index 

Ten years after the near-immolation 
of US and global financial markets, the 
three men who led the effort to contain 
and control the conflagration have writ¬ 
ten a superb short history of the dev¬ 
astating events. Despite being brief it is 
sufficiently detailed, enough indeed to 
quicken the pulse of any reader as they 
relate unheeded warnings, infamous acts 
of venality and the extreme efforts ulti¬ 
mately necessary to battle the crisis. Those 
efforts took the trio and their departments 
to the edge of legal authority. 

The book is surprisingly well written, 
brisk and approachable. There is no doubt 
of the erudition of the authors, but eco¬ 
nomics is not called the dismal science 
for nothing. Financial history, even recent 
history of great and terrible events, tends 
to be dry. The tone is clear and mostly 


free of the coded language of bankers and 
regulators so that any reader can follow 
the narrative. Still, there is strong and 
precise terminology for financial profes¬ 
sionals. Serious technicians can geek out 
to the dozens of pages of tables and charts. 

It is vitally important that the book is 
equally relevant to technical and non¬ 
technical readers alike, because it delivers 
urgent warnings. The clear theme of the 
story is that like Waterloo, the financial 
crisis was a near-run thing and as bad 
as it was, it could easily have been much 
worse. It is plain throughout that even 
the brightest and most adept firefighters 
had to scramble and improvise with insuf¬ 
ficient tools. 

Often the authors clamor for systemic 
oversight and coordinated responses with 
adequate apparatus. Ominously they note 
at the end of the book that the necessary 
protections, regulations and measures are 
already being dismantled in the name of 
growth. 

“The Fed has lost its power to res¬ 
cue individual firms, and faces new con¬ 
straints on its lending powers, while the 
Treasury has lost its ability to use the 
Exchange Stabilization Fund for guaran¬ 
tees,” the authors warn. “This has all been 
done in the name of avoiding government 
rescues, a worthy goal. But the better way 
to avoid government rescues is not to 
hobble the first responders but to avoid 
crises in the first place. Eventually risk 
tends to weave its way around even the 
best designed safeguards. [T]hat is a rea¬ 
son to give crisis managers the authority 
they need to respond with overwhelming 
force. You can’t wish away fires by closing 
the firehouse.” 

This book is remarkable for its straight¬ 
forward narrative of the crisis, and also 
for its well-founded warnings. There is 
surprisingly strong criticism of some com¬ 
panies. Fannie Mae and Freddie Mac get 
well lashed: “These government-spon¬ 
sored enterprises had deep influence with 
both parties in Washington and exploited 
assumptions that the government would 
never let them fail to borrow heavily at 
below-market rates without much of a 


capital buffer. They were basically the 
corporate embodiment of moral hazard, 
enjoying the upside of their risk taking 
while taking comfort that taxpayers would 
cover any downside.” 

Emergency legislation “gave the Trea¬ 
sury and the Fed a chance to look under 
the hood of Fannie Mae and Freddy Mac, 
uncovering some ugly surprises. Fed and 
OCC examiners concluded that both firms 
were functionally insolvent, with flimsy 
capital cushions that were mostly account¬ 
ing fictions.” 

A term like “accounting fiction” is a 
polite way of saying fraud, and the reader 
wonders why no one was held to criminal 
prosecution. The authors are also at pains 
to reiterate several times how they set 
aside punitive measures in the name of 
resolving the crisis in front of them. There 
was a near-constant call for haircuts for 
creditors, but the authors note that such 
provisions would have made enabling leg¬ 
islation more difficult to pass or enforce. 

Similarly, some notorious malefactors 
in the crisis—such as Angelo Mozilo, the 
former CEO of Countrywide—are let 
off with barely a mention. Instead, the 
authors heap their scorn on the haphazard 
regulation that was allowed to accumulate, 
like a jacket of all patches, and on the lack 
of authority vested in what regulators 
there were. And while the cats were away, 
the mice did play. 

The near-death experience of Bear Stea¬ 
rns, ultimately acquired by JP Morgan 
Chase, hardly filled the authors with con¬ 
fidence. “We did not feel triumphant after 
the Bear rescue,” the authors recall rue¬ 
fully. “We felt uncomfortable. The episode 
demonstrated how confidence in heavy 
leveraged and loosely regulated nonbanks 
with too much short-term funding could 
disappear in a heartbeat. 

“And Bear was not the only financial 
institution that had borrowed too much 
and too short with too little oversight, 
or invested too much in sketchy mort¬ 
gages and structured credit that nobody 
trusted anymore....Suspicions were also 
mounting in the markets that Lehman 
[Brothers] would be ‘next,’ which can 
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be a self-fulfilling prophecy for a finan¬ 
cial firm... In fact the entire business 
model that produced Bear was now under 
suspicion.” 

The foot-dragging and outright obstruc¬ 
tion of some entities was breathtaking, 
even once the momentum had turned to 
recovery and reform. “The Home Afford¬ 
able Modification Program was a logistical 
nightmare,” the authors lament, “reliant 
on a dysfunctional loan-servicing indus¬ 
try that routinely lost paperwork, failed 
to return phone calls, and generally gave 
borrowers the run-around. Tim’s team 
at Treasury thought about setting up its 
own servicing program from scratch, 


but decided there was not enough time, 
and banks were reluctant to invest in the 
infrastructure they would have needed to 
identify the mortgages that were suitable 
for modifications and get the deals done 
quickly.” 

It will take “a long period of less profli¬ 
gate policy choices and benign economic 
conditions to restore America’s macro- 
economic firepower to levels that could 
help end another emergency,” the authors 
caution. “Right now, even a modest reces¬ 
sion could leave Washington without 
much fiscal leeway to respond to a finan¬ 
cial crisis, or for that matter upgrade 
infrastructure, tackle the opioid epidemic, 


address climate change, stabilize Social 
Security, or provide permanent tax relief 
for hard-working families. America was 
grappling with rising income inequality, 
middle-class insecurity, and other eco¬ 
nomic challenges well before the Crisis of 
2008. But the crisis made them worse, and 
unsustainable budget deficits could hobble 
our ability to deal with them.” $ 

Gregory DL Morris is an independent 
business journalist , principal of Enter¬ 
prise & Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum's edito¬ 
rial board. 



Wall Street Walks takes visitors through 
the historic capital of world finance—the one- 
square-mile of downtown Manhattan known 
as "Wall Street." Our visitors learn about people, 
places and events comprising over 200 years of 
history, as they walk among locations where 
it all happened. 

• Regular public tours daily, except Sunday. 

• Group and private tours available. 

Proud walking tour partner of the Museum of 
American Finance. 

CONTACT: 

www. Wa 11 St reetWa I ks.co m 
tou rs@wa I Istreetwa I ks.com 
212-666-0175 (office) 

212-209-3370 (ticket hotline) 
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TRIVIA OU 


HOW MUCH DO YOU KNOW ABOUT FINANCIAL HISTORY? 



1. What was the first and only bank run 
by Black women in the United States? 

2. What is the NYSE-listed Minnesota 
Mining and Manufacturing Company 
better known as? 

3. What banker and editor of 
The Economist is known as 
"the Greatest Victorian"? 

4. What legislation attempted to 
regulate small sum lending in the 
early 20th century? 

5. What bank president was the most 
powerful Black woman in the financial 
industry in the 1920s? 

6 . What bank served Irish immigrants 
for generations before demutualizing 
in 1986? 

7. What 19th century Wall Street broker 
was nicknamed the "Dark Prince" of 
Wall Street? 

8 . What word was recently misspelled 
on more than 46 million of Australia's 
new $50 bank notes? 

9. How many times does "The United 
States of America" appear on a 
$100 bill? 

10. What first lady has appeared multiple 
times on paper money? 


uo}6uii|se/v\ eipjeiAl *oi 
S0uu!i£L*6 Aijnqjsuodsay *8 uoinuuen 
L|eiuu0j0fY >|ueg s6u!Aes iuej6iuug *9 
J 0 >j|e/V\ eu0“| 0j66e|/\j *s /v\e“| ueo~| ||euus 
wxxnup aiii’fr ioi|06eg J0}|e/v\ *£ l/\|£ 'Z 
G!Uj6j!A 'puouuipig ui >jueg 0>jng ns 9 MI * L 



40 


FINANCIAL HISTORY | Summer 2019 | www.MoAF.org 


£ & iA 













Adam Crum’s 


888 - 300-4004 

WWW.FlNESTKNOWN.COM 

RQ. Box 2580 Palos Verdes , CA 90274 



FINEST KNOWN 


EXQUISITE HISTORIC RARITIES 


Finest Known offers exquisite 
rare coins , ancient coinage , 
shipwreck treasure, currency, 
documents, art and artifacts of 
historical significance. 

Adam Crum, President 





1795 Flowing Hair Dollar 
Certified by NGC in MS 64 
Beautiful Near Gem Early Rarity 


1896 $1 Morgan Dollar 
Certified by NGC In MS 67+ DPL 
Superb Gem+, Beautiful Specimen 


1651 $50 Humbert Slug LE (330) 
Certified by PCGS in MS 61 
Uncirculated Lettered Edge Rarity 


1795 LARGE EAGLE $S 
MS 64 
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1795 Large Eagle $5 Half Eagle 
Certified by NGC in MS 64 
No Corns Graded Finer 
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1370 CC Liberty Seated Half Dollar 
Certified by NGC in MS 63 
Key Date Carson City Rarity, 1 finer 


1914-S $10 Indian Head Eagle 
Certified by PCGS in MS 65 
Superb Gem of this Tough *S*Mint 


1905 set 

PF 68 
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1905 Barber Half Dollar 
Certified by NGC In PF 68 
Super Gem+ One of Finest Known 


Online Shopping 
made Simple 

Click to Connect to the Finest Known Coins 
Visit our new FinestKnown.com e-Commerce 
Website t available anytime on any dev/ce. 

VISIT OUR NEW E-COMMERCE WEBSITE 


1796 Sm. Date & Letters $1 Dollar 
NGC MS 64 (Green/Newman) 
Only Coin Graded MS64 t 1 Finer 
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PCGS MSSS 


ANYTIME ANYWHERE - ClM IO EwHBCT 

Fin ESTKNcavK.coM 


1396-0 $1 Morgan Dollar 
Certified by NGC in MS 65 
Beautiful Blast White Gem, Key Date 


* Inventory 

Visit our vast INVENTORY of rare coins, including U.S. 
Rarities, Ancient Coinage, Shipwreck Treasure, World 
Coins, Modem issues and Historical Artifacts, with filtered 
results to find that perfect piece. 

* New Arrivals 

There is always a good deal in NEW ARRIVALS with 
Newest Releases, Featured Coins, Recommendations, 
Vault Deals and Online Specials. Stop & Shop Here First! 

* Auctions 

Coming soon is Finest Known AUCTIONS, offering a 24/7 
Online Auction Platform with Mobile App, Quarterly Live 
Auctions, Coin Consignments, Numismatic Trusts & 
Estates, and Trades and Upgrades. 

* Education 

The Finest Known EDUCATION Portal is a Numismatic 
Resource Center, with an Online Numismatic University, 
Online interactions, Brochure Downloads, Reference 
Library and a Video Vault. 

* Latest News 

Click LATEST NEWS for Numismatic Market Updates, 
Special Reports, Rare Coin Insider Newsletters, Finest 
Known Blogs, and Industry Resources. 

* Company 

Learn about our COMPANY and expertise, meet our 
President, Adam Crum and his staff, review our Customer 
Testimonials, and review our Terms and Policies. 

These and Many Other Finest Known 
Rarities are Available on our Website 

Cait One of Our Knowledgable 
Numismatic Representatives 

888 - 300-4004 

WWW.FlNESTKNOWN.COM 
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New from Columbia University Press 



RICHARD SYLLA 
and 

DAVID J. COWEN 


Alexander 

Hamilton 

on 


“Alexander Hamilton was the architect of the 
American financial system that endures to 
this day, making his founding-era writings on 
topics such as the national debt, trade, foreign 
investment, and central banking both resonant 
and relevant to contemporary readers. Sylla 
and Cowen provide helpful historical context, 
but they largely let Hamilton's genius speak 
for itself. From short essays that resemble the 
modern op-ed to legal documents to his reports 
to Congress as Treasury Secretary, the book 
offers a compelling window into Hamilton's 
visionary thinking on economic matters.'' 

— Robert E. Rubin, co-chair emeritus, 
Council on Foreign Relations, 
and former U.S. Treasury Secretary 


“Hamilton's writings always impress for their 
clarity of argument and, especially, for their 
prescient vision of the future of the American 
economy. Thanks to Richard Sylla and David J. 
Cowen for reminding us of that.” 

— Ben Bernanke, former chairman of the Board 
of Governors of the Federal Reserve System 


For more information about the book, please visit cup.columbia.edu 
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